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The Federal Political Risk 


What will be the effect of governmental experi- 

ments in power development on the millions of 

citizens who have a direct and indirect interest 
in the prosperity of the private companies? 


By JAMES C. De LONG 


ELL, your Uncle Sam has en- 

\ \ tered the power business and 

is digging in for a long stay. 
Those of us who have questioned the 
government’s right to compete with its 
private citizens have lost the first 
round. The die has been cast. For 
the moment, at least, we must wit- 
ness further abridgment of individual 
initiative in the interest of the com- 
mon weal. 

It is generally recognized by stu- 
dents of government that an adminis- 
tration can adopt and pursue any in- 
ternal policy it chooses, so long as it 
retains the confidence of a majority of 
the electorate. Sometimes all that is 
required is the support of an articulate 
minority. 


2 


Present public opinion of the gov- 
ernment’s power program is at least 
negatively favorable. A circumstance 
which is not fully appreciated by many 
is that private control of our utilities, 
as a national policy, suffered a crush- 
ing defeat at the polls a year ago last 
November. Antiutility sentiment is 
still strong. The political “ins” have 
been given carte blanche to deal with 
the utility question as they choose. It 
is extremely doubtful if preponderant 
public opinion is yet ready to reverse 
itself on this question. 

So long as this condition prevails, 
the government can go into the power 
business whenever and wherever it 
likes. 

I seriously doubt if the Supreme 
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Court, in its wisdom, would have the 
temerity to fly in the face of present 
public temper. 


HE road is clear ahead for the 

government to undertake this 
business on a grand scale. It can gen- 
erate and distribute electricity free, to 
the people, under the same principle it 
affords free protection through its 
Army and its Navy. Or it can sell its 
electricity below cost, as it does the 
postal service. Politicians under the 
intoxication of public confidence have 
committed greater acts of heresy 
against established economic doctrine 
than the one now proposed. While 
practical obstacles in the path of this 
latest venture appear almost insuper- 
able, this can be said to have no im- 
mediate bearing upon the main prin- 
ciple. 


_ the government’s sortie 
against the “power trust” at 
Muscle Shoals, on the Columbia river, 
and to a lesser extent at Boulder Dam 
is the implied conviction that consum- 
ers are being charged too much for 
electricity. This is at once an admis- 
sion of doubt of the efficacy of state 
regulation, a challenge of the business 
ability or honesty of private manage- 
ment and a bold reaffirmation of faith 
in the alchemy of politics and business. 

It is proposed that “model” electric 
. light and power systems shall be erect- 
ed at strategic points throughout the 
United States and through their op- 
eration a “yardstick” of service and 
price for electricity shall be estab- 
lished. The force of public opinion, 
government coercion, or a combina- 
tion of both will be relied upon to 
bring the private utilities in line with 
this standard. That the pace set in the 


beginning shall not exhaust the pri- 
vate utilities at the outset, accounting 
methods of the public plants are to be 
comparable with those used by simi- 
lar private enterprise. Differentials in 
costs of production and distribution 
occasioned by highly variable condi- 
tions will be taken up when the proper 
time arrives. 


N theory the scheme is of doubtful 
economic merit. Its practical ap- 

plication along the lines presently pro- 
posed is sure to defeat the very pur- 
pose for which it is intended, 1. ¢., a 
general and permanent reduction in 
electric rates of the nation. 

In spite of the fact that a great deal 
of potential power lies idle in this 
country today and as a nation we are 
sparing in our use of it, increased con- 
sumption and cheaper rates will not be 
brought about by the methods now 
proposed. The scheme bears the ear- 
marks of a great deal of loose logic. 
Despite attempts to clothe it with eco- 
nomic respectability, it is quite frank- 
ly an experiment and as such scarcely 
deserves the rank of other economic 
experiments, openly recognized as 
such by their sponsors, which are be- 
ing tried out as depression cures. It 
can create infinitely more mischief, in- 
asmuch as years may be required to 
reveal its economic shortcomings, 
during which time it can render ir- 
reparable injury to private industry. 

The electric light and power field is 
no place for “trial-by-error” experi- 
ment by government. The business is 
far too dependent upon the vagaries 
of human conduct for that. For one 
thing, the industry was founded upon 
investor confidence and is totally re- 
liant upon that confidence today and 
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always will be. Once this confidence 
is destroyed by government meddling 
it cannot easily be restored. Investor 
confidence is not a hardy plant. Al- 
though it has been nurtured carefully 
by the industry for a half century, it 
can easily be destroyed by an over- 
zealous government in blind pursuit of 
a single objective. 


_— mortality of all economic ex- 
periment is high. Only-a small 
percentage proves out. Perhaps one 
reason for this is that there are always 
many variables in each equation which 
cannot accurately be computed. But 
as far as possible all must be carefully 
considered if success can be hoped for. 

There is evidence in the govern- 
ment’s power experiment that all con- 
siderations were not fully explored. 
Those who launched the venture and 
are shaping its destinies give the ap- 
pearance of skating swiftly over cer- 
tain economic fundamentals which, it 
would seem, ultimately must be reck- 
oned with. Violation of economic 
rules by government can, in certain 
instances, be justified on the grounds 
of public interest. Certain economic 
innovations in the present venture 
cannot be dismissed so lightly. 

An apparent anomoly of the pres- 
ent situation which has not been 
cleared up by government propagan- 
dists is the destruction of private util- 
ity credit which is being accomplished 


by this preliminary experimentation 
in the power field. It is the govern- 
ment’s avowed purpose to put cheap 
kilowatts in every dinner pail. 

If confidence in private utility cred- 
it is to be permanently impaired by 
government benevolence to consumer 
and private industry is bereft of new 
investment capital as a result, how can 
the private companies follow the lead 
proposed? Granting the possibility of 
lower rates in the regions served di- 
rectly by the government power sys- 
tems, can present and prospective stag- 
gering outlays from the general tax 
fund be justified unless all the people 
receive equal benefits? Unless the 
Federal government is prepared to 
step in at an early period and take 
over the whole job of providing elec- 
tric service to the nation, the credit 
position of the private utilities must 
be protected. 


HERE are estimated to be in this 

country upwards of 10,000,000 
owners of public utility securities. 
By and large, utility investors are peo- 
ple of modest means and the stability 
and safety of their investments are of 
paramount importance. 

In addition, 10 per cent of all life 
insurance assets are represented by 
public utility securities. These insur- 
ance companies have approximately 
68,000,000 policyholders. 

Millions more have an indirect fi- 


7 


in scope. It is a problem which directly concerns the Fed- 


q “THE problem of utility credit and utility finance is national 


eral government. 


It particularly concerns the Federal 


government at the present time as the administration 
appears intent upon finishing a job started four years ago 


by the economic depression.” 
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nancial stake in the industry through 
the investments of savings banks, 
trust funds, and investment trusts. 
Direct and indirect investors in this 
country far outnumber those who 
would receive the benefits of lower 
electric rates. 

The problem of utility credit and 
utility finance is national in scope. It 
is a problem which directly concerns 
the Federal government. It particu- 
larly concerns the Federal government 
at the present time as the administra- 
tion appears intent upon finishing a 
job started four years ago by the eco- 
nomic depression. 

On January 1, 1930, at the outset 
of the depression, 123 utility issues 
listed on the New York Stock Ex- 
change had a market value of approxi- 
mately $12,000,000,000. On Janu- 
ary 1, 1933, market value had declined 
to $6,200,000,000, or nearly 50 per 
cent. Despite the fact that since the 
first of this year all other issues listed 
on that exchange have enjoyed a price 
increase of about 32 per cent, our util- 
ities have tumbled further so that to- 
day market price is a little less than 
$5,000,000,000, a decline of about 20 
per cent. Had utility prices increased 
in the same proportion as the indus- 
trial and rail issues, market value 
would stand today at $8,100,000,000, 
or nearly $3,200,000,000 above pres- 
" ent aggregate market valuation. 


His three and a quarter billion 

dollar paper loss to utility inves- 
tors in a year of recovery in nearly all 
lines can be charged directly and in 
toto to governmental meddling with 
the industry. Utility bonds listed on 
the New York Stock Exchange, the 
majority of which are first mortgage 


issues, are priced today at a little less 
than $3,000,000,000, or nearly 20 per 
cent below par value. And this does 
not represent the entire picture as a 
substantial amount of the industry’s 
securities are traded in other markets. 
They have nevertheless experienced 
similar depreciation in price. 


AKING the abnormally low base of 

January 1, 1933, when utility se- 
curities were priced in the markets well 
below their intrinsic values, it appears 
safe to estimate that savings of utility 
investors have shrunk in an amount 
closely approximating $3,000,000,000. 
As far as utility investors are con- 
cerned, the government experiment of 
1933 has made the Insull “monstros- 
ity” appear as a penny-ante loss. 

On October 17, 1933, Mr. David E. 
Lilienthal, director and general coun- 
sel of the Tennessee Valley Authority, 
had occasion to reassure those utility 
investors who own securities which 
represent actual prudent investment. 
He voiced the opinion that. both pri- 
vate and public operation have room 
and can succeed, side by side, if fair 
dealing and moderation prevail. It 
seems to me Mr. Lilienthal would 
have done his country a great service 
and immeasurably promoted his cause 
with 10,000,000 citizens if he had di- 
gressed from his main topic long 
enough to explain just how this is to 
be accomplished. 


| gece are frankly skeptical, par- 
ticularly those who own securities 
of the companies which operate in the 
Muscle Shoals area. A convincing 
picture of what has happened to first 
mortgage utility bonds which are se- 
cured by property in the Muscle 
Shoals district is revealed by the fol- 
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Interest of Investor and Utility Customer in 
Economic Experiment 


wal bo two parties whose interests are most directly con- 
cerned in the présent experiment are the utility investor of 
the present and the ratepayer of the future. If utility rates are 
to be fixed in the future by government edict rather than accord- 
ing to the dictates of sound economic law, owners and creditors 
of the business must be prepared to suffer the consequence. For 
them the ‘yardstick’ means progressive limitation of return on 
investment and at least partial sacrifice of original investment.” 





lowing table. This represents an in- 
dex of market prices of 5 first mort- 
gage bonds of 5 different operating 
companies which serve communities in 
that territory. 


Month Price 
1933 Index 
eR ET er 88.2 
I ihe sre She ies csin ie eating ee banesionee 82.3 
I goer cee a erece ons etek ara eeaasicoe 76.9 
tbs Sharpag ere eleeaendieroie Hakteee 69.3 
I tal cs tiation ecb eLi aine 69.3 
Eat chicka -aciinemsensn@hoacmrouen 74.8 
Ne carchas shade oe See mires lark suas 78.1 
ERS ape nen eee veer ey 77.6 
ESS eRe re 70.1 
So Soccsoe Shucecas ehugticiuceraigia auericn 65.6 
a ae ee 58.2 


From January to November, 1933, 
these bonds have declined in the ag- 
gregate 34 per cent and are selling to- 
day at 41.8 per cent below par value. 


HIS destruction in values cannot 
be ascribed to the work of specu- 
lators, operating in the open market. 
All issues are first mortgage bonds 
of operating companies and at one 


time, not so long ago, were regarded 
as almost riskless investments. Pros- 
pectuses which were furnished the in- 
vesting public at the time these issues 
were sold stressed the fact that the 
bonds were issued by and with the 
consent of state regulatory agencies 
which presumably insured them 
against political depredation. Count- 
less thousands of individual and insti- 
tutional investors throughout the 
country purchased these bonds at that 
time in the wholly warranted belief 
that the investment was safe. 

Normal business risks are not re- 
flected in the market price of these 
bonds today. Many unsecured deben- 
ture obligations of industrial corpora- 
tions are quoted at higher figures than 
the first mortgage bonds of countless 
public utility operating companies. 
Fixed charges on the larger number 
of these issues have been covered on 
the average of more than twice dur- 
ing the past five years. All compa- 


263 








PUBLIC UTILITIES FORTNIGHTLY 


nies are in sound financial position. 
Why then, can their senior securities 
be picked up in the open market at 
close to 50 cents on the dollar? 

The answer lies in an experimenta- 
tion of government which would 
change the investment rules in the 
middle of the game. A new element 
of risk has been introduced that bears 
no resemblance to ordinary business 
risks, 


HILE government competition 
may not lead to evil, neverthe- 

less it has the power to do evil. It is 
the signal for conservative capital to 
take to its heels. A nonbusiness risk 
has been created which capital had not 
anticipated. In the words of Mr. 
Fred W. Sargent, president of the 
Chicago and North Western Railway : 
“Government competition does not fall 
within the class of ordinary risks because 
every citizen has the right to suppose that 
his government will not use the power and 
resources of all the people to destroy the 


business, the savings, and investments of a 
part of the people.” 


A great amount of antiutility legis- 
lation has been enacted in Washing- 
ton during the past few months. It 
has had the active sponsorship of 
those politicians who would like to see 
private capital ousted, lock, stock, and 
barrel, from the public utility industry. 
I am convinced, however, that those in 
authority who are lending active sup- 
- port to the “yardstick” venture sin- 
cerely believe development of the util- 
ities, as a broad general principle, 
should remain in the hands of private 
capital. I am equally convinced that 
in the conception of the present ex- 
periment, all avenues were not fully 
explored and probable effects upon the 
private utilities not accurately project- 
ed. 


While reserving the charge that our 
public officials are woefully lacking in 
a knowledge of fiscal affairs, it would 
appear that the power venture was 
launched with scant consideration of 
its effect upon private utility capital. 
At this point it might do no harm to 
review a few elementary economic 
laws governing the behavior of capi- 
tal. 


| Ppeooge originates in any commu- 
nity where production exceeds 
consumption. It is synonymous with 
saving. Its sole function is to aid in 
production. The availability of capi- 
tal to enterprise is governed by the 
degree of risk inherent in that enter- 
prise and the usual evidence of the de- 
gree of risk is the rental which capi- 
tal demands. 

Capital defies all attempts at artifi- 
cial control and is one commodity 
which respects no political boundaries. 
A good illustration of this character- 
istic is provided by the expatriation of 
American capital since we embarked 
upon an indefinite monetary policy. 
During this period, upwards of $2,- 
000,000,000 of American money have 
taken flight abroad. More than $700,- 
000,000 of this, it is estimated, lie in 
the banks of England. In similar 
manner capital oscillates from indus- 
try to industry within a country, even 
in normal times. It goes where it is 
wanted and remains there only so long 
as it is well treated. These are a few 
of the fundamental characteristics of 
capital. No system or man-made law 
has yet been devised to materially al- 
ter them. 

In normal economic times, the elec- 
tric light and power industry is a large 
employer of new capital. Approxi- 
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mately $1,000,000,000 is required an- 
nually to provide for refunding oper- 
ations and to finance extensions and 
improvements. In 1934, slightly more 
$200,000,000 will be needed to meet 
bond and note maturities alone. If 
business improvement continues, the 
industry could utilize many times that 
amount in necessary new construction 
work. 


NLIKE many industries which 
have the happy faculty of gener- 
ating sufficient capital from operations 
to provide for normal requirements of 
the business and yield a generous re- 
turn on investment, new capital re- 
quirements of the electric utilities are 
far in excess of earning capacity. All 
regulated utilities are restricted as to 
the amount they may earn and where 
demand for new facilities is constant- 
ly increasing, as in the electric light 
and power field, new plants and equip- 
ment can only be financed with fresh 
capital. 

During the last three years there 
has been a progressive reduction in the 
amount of new capital seeking invest- 
ment in the electric utility field. In 
1930, a year which marked the high 
point in new construction expendi- 
tures, $1,600,000,000 of new securi- 
ties were sold; in 1931, $1,500,000,- 
000, and last year $466,000,000. New 
security sales in 1933 do not promise 
to exceed $200,000,000. A part of 
this decline is due to smaller require- 


ments by the industry and also im- 
paired credit standing of many com- 
panies, notably in the holding com- 
pany group. A part, and perhaps a 
very considerable part, can be ascribed 
to the coyness of new capital because 
of the additional risks created by poli- 
ticians. 

If the politicians insist upon creat- 
ing new capital risks and scaring the 
wits out of utility investors, from 
what source will the industry procure 
necessary capital in the years that lie 
ahead? If credit is destroyed, the in- 
dustry may pass to the government by - 
default. 


A’ an expedient the government 
might take over the financing 
of the utilities as it has been forced 
to do for its overregulated railroads. 
This should raise no novel question 
for many in Washington. It is right 
down the Treasury’s alley. 

During the last several weeks the 
R. F. C. has been engaged in buying 
gold abroad at progressively increas- 
ing prices for the purpose of depre- 
ciating the dollar and raising domes- 
tic commodity prices. The inflation- 
ary character of this policy was 
promptly reflected in the market 
prices of government bonds. Govern- 
ment credit has been weakened. Capi- 
tal has responded unfavorably to the 
creation of a new risk. If continued, 
the Treasury, with a stupendous job 
of new financing in the immediate of- 


e 


“Ir the politicians insist upon creating new capital risks 
and scaring the wits out of utility investors, from what 
source will the industry procure necessary capital in the 
years that lie ahead? If credit is destroyed, the industry 
may pass to the government by default.” 
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fing, may find itself in the same posi- 
tion as the utilities, the victim of a 
new economic experiment set afoot to 
aid the “people.” A fact apparently 
overlooked by some folks is that if 
the Treasury is required to pay 6 per 
cent instead of 3 per cent for its funds, 
the taxpayers, the “people” foot the 
bill. By the same token, if the utili- 
ties are required to pay 10 per cent in- 
stead of 5 per cent, the ratepayer and 
again the “people” pay the piper. 

It is the government’s primary pur- 
pose to obtain lower electric rates for 
the entire country, rather than local 
areas. This, as I understand it, is the 
broad purpose of the “yardstick” ex- 
periment. Surely any objective short 
of this could be justified upon no 
grounds. But here again the project 
runs afoul of immutable economic 
law. For electric rates are determined 
by economic law rather than by gov- 
ernment ukase. 


a rates are gradually brought 
about by increased consumption. 
Lower rates mean increased business 
it is true, but if a business man re- 
duces the price of his product below 
that which would yield a satisfactory 
profit merely for the sake of doing 
more business or “in the public inter- 
est” he would not remain in business 
long. 
- If lower electric rates, on the scale 
of let us say those proposed in the 
TVA initial schedule, were to be im- 
posed upon the industry, even with a 
volume of business at 1929 levels, 
every stockholder in the electric light 
and power field would be required to 
accept a return on investment which 
would be considerably less than ade- 


quate. In many situations the reduc- 
tion in revenues might easily necessi- 
tate default in interest payments on 
bonds. And it is not proposed to stop 
with this low initial rate. 

If the venture is to be a continuing 
success, progressive rate reductions 
must be made. For only in this man- 
ner can the project be assured of con- 
tinued support from ratepayer and 
taxpayer. To all intent and purpose, 
the utility investor is ignored. 


AS I see it, the two parties whose 
interests are most directly con- 
cerned in the present experiment are 
the utility investor of the present and 
the ratepayer of the future. If utility 
rates are to be fixed in the future by 
government edict rather than accord- 
ing to the dictates of sound economic 
law, owners and creditors of the busi- 
ness must be prepared to suffer the 
consequence. For them the “yard- 
stick” means progressive limitation of 
return on investment and at least par- 
tial sacrifice of original investment. 

We have witnessed what this ill-ad- 
vised experiment has done to utility 
credit during the past twelve months. 
This is a matter of record. Investor 
confidence in the private utilities is at 
low ebb and is not likely to be restored 
so long as political risks are persistent- 
ly injected into the situation. If pri- 
vate industry is denied the privilege of 
doing its financing with conservative 
capital, it will be forced to rely upon 
speculative funds which always de- 
mand a higher rental than the utilities 
have been accustomed to pay in recent 
years. It is difficult to reconcile this 
prospect with the rate-reducing exper- 
iment of the government. 
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ECONOMIC OBJECTIONS TO THE 


St. Lawrence Waterway Project 
Part II 


In the preceding article the author discussed certain objections to the St. 
Lawrence Waterway Treaty from the navigation standpoint. This phase 
of the subject is further elaborated in this article in which Mr. Witson 
maintains that the most fundamental reason for opposition should be the 
fact that cost of transportation over the waterway would be higher than by 
rail instead of lower, as the proponents of the treaty claim. The hydro-power 
aspects of the project are also considered from the economic standpoint. 


By HOWARD B. WILSON 


r “HE advocates of the St. Law- 

rence Waterway assert that over 

90 per cent of the world’s ocean 
shipping could navigate a 27-foot 
channel in the St. Lawrence and that 
such cities as Chicago, Detroit, Cleve- 
land, and other Great Lakes points 
would become world ports. 

Such a statement is a gross exag- 
geration. It has been pointed out that 
the limiting depth at present at these 
places is sometimes only 19 feet. The 
water level of the Great Lakes will 
vary several feet in different years. 
However, the largest ocean vessels 
could not reach the Lakes through a 
27-foot channel. A vessel of seagoing 
proportions requires about two feet of 
floatage, so that the route could ac- 
commodate ships of only 25-foot 
draft. In order that the largest liners 


navigate the route a channel of 33 feet 
would be necessary. The proposed 
channel would accommodate only 38 
per cent of the cargo tonnage engaged 
in overseas trade and 40 per cent of 
the tonnage of grain tramp steamers 
which now load at Montreal. The 
percentage given by the advocates of 
the project is “padded” by the inclu- 
sion of tonnage of small ships engaged 
in coastwise trade which are wholly 
unfit for transoceanic voyages. 

Even if a 33-foot channel were to 
be made available, the navigation diffi- 
culties of the route will always remain. 

It is doubtful whether any regu- 
lar line service could be maintained 
even by second-class vessels. Al- 
though weather records indicate for 


6 The St. Lawrence Navigation and Power 
Project—H. G. Moulton. 
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the route an average of 227 days of 
open navigation per year, the figure 
is misleading. Line service cannot be 
operated upon weather averages, but 
must be based upon the earliest clos- 
ing and latest opening of navigation. 
With a navigation season of only a 
little more than six months, steamship 
companies could not afford to place 
costly ocean liners upon the route and 
provide port facilities for them. Not 
only is the present type of Lakes boat 
a more commodious carrier per foot 
of draft, but the investment and the 
daily operating costs are lower than 
those for ocean ships. The Lakes boat 
has many more hatches than an ocean 
vessel, to expedite loading and save 
time and expense in port. For these 
reasons it is clear that a large devel- 
opment of regular line service upon 
the route is not practicable. 


N”® will the American merchant 
marine benefit through con- 
struction of the waterway. 

Operating costs of American ships 
are higher than those of Canadian 
vessels and much higher than those of 
ships of other foreign nations. Even 
with our efficient Lakes boats their 
annual expenses do not compare fa- 
vorably with those of Canadian docu- 
mentation. For instance, average op- 
erating costs of a United States boat 
have been given at $27,694 per season 
as compared to $18,433 for Canadian 
ships of the same class.?/ With ocean 
vessels the comparison is still more un- 
favorable to our carriers. There is 
eloquent testimony of this in the fact 
that during 1931 of 1,150 vessels 
leaving the port of Montreal seaward 
only 15 flew the American flag. 


7 Lake Carriers Association. 


[’ the proposed St. Lawrence Wa- 
terway would become the great 
artery of commerce that its political 
friends would have us believe, it could 
only result in a diminution of the trai 
fic now handled through the ports o. 
New York, Philadelphia, Boston 
Baltimore, Buffalo, and others. 

These ports have made a large con 
tribution to our economic growth an 
have demonstrated their usefulness. 
Large investments have there beet 
made by the Federal government, th: 
respective municipalities, and by pri- 
vate business interests. The govern- 
ment has expended $60,000,000 in 
dredging the channel to Philadelphia, 
the city has built municipal piers and 
improvements, while the railroads and 
other corporations have made large 
investments. A total outlay of $200,- 
000,000 has been made for port devel- 
opment at Philadelphia alone. Also 
more than $115,000,000 has been 
spent to improve the port of Balti- 
more. During the period 1921-1930 
grain and flour constituted 31 per cent 
of the foreign commerce of Philadel- 
phia. At the present time that trade 
has suffered greatly. 


N when investments have been 
made in good faith, when indus- 
tries and routes of transport have be- 
come established, when employees 
have become dependent upon estab- 
lished industries for their livelihood, 
it would be unwarranted for the gov- 
ernment to disturb that set-up even 
though the proposed new development 
were founded upon a sound economic 
basis. * It is doubly unwarranted when 
all the available evidence indicates that 
the new proposal is not economically 
sound. 
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"ges also the position of those 
railroads serving the territory 
hétween the North Atlantic ports and 
Chicago. These represent an invest- 
mént of ten billions of dollars. They 
iré’tequired by law to maintain ade- 
(tate facilities and service throughout 
he year. If the proposed waterway 
can carry a large volume of freight 
Idring six months of the year, as its 
idvocates assert, then these railroads 
vill have much idle equipment upon 
heir hands for the other six months. 
>” Ever since 1924 American railroads 
have had a varying surplus of freight 
cars as follows: 


PERCENTAGE OF ToTAL FreicHt Cars 


Maximum Minimum 


EE ecnkciewe see peur 15% 4% 
eee 20% 3% 
_ SER er 31% 16% 


The present unused capacity of the 
railroads is equal to the estimated ton- 
nage of the proposed waterway. 

Furthermore the rail. operating 
costs are somewhat higher during the 
winter months when the railroads 
must move a large part of the traffic 
in any event. Since the railroads 
must earn enough to be kept in opera- 
tion, it is clearly unsound to create 
another agency that, if successful, 
would only result in raising the an- 
nual per ton mile costs of these rail- 
roads. 

The unsound basis of the proposed 
waterway in this respect applies not 
only to goods shipped in our foreign 


e 


“Ir the proposed St. Lawrence Waterway would become 
the great artery of commerce that its political friends would 
have us believe it could only result in a diminution of 


q 





commerce, but also to our domestic 
trade because the Bureau of Foreign 
and Domestic Commerce has stated 
that approximately one third of the 
traffic which it estimates would move 
upon the waterway would be coast- 
wise or intercoastal trade. 


| paceinag the most fundamental 
reason militating against this in- 
land waterway is that the cost of 
transportation upon it would exceed 
the rail cost of transportation if all 
items of cost are included. 

It is common to ignore the expenses 
of waterways that are borne by the 
public treasury; but the public must 
pay them nevertheless. The annual 
expense to the public from the pro- 
posed project will be close to $40,- 
000,000. As will be shown below, no 
revenues can be counted upon from 
the power phase of the project. At an 
estimated traffic of 10,000,000 tons 
the taxpayers would have to pay $4 
for each ton of freight moved. When 
to this is added the water rate, the 
illusion of cheap transportation by 
water upon this route becomes plain. 


. will be recalled that the easterly 
portion of the St. Lawrence river 
flows exclusively through Canadian 
territory. There are existing treaties 
which confer upon ships of the Unit- 
ed States rights of navigation upon 
the St. Lawrence through this terri- 
tory. Also Article VII of the pend- 
ing treaty provides that these naviga- 


the traffic now handled through the ports of New York, 
Philadelphia, Boston, Baltimore, Buffalo, and others.” 
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tion rights shall be maintained even 
in the event of the termination of the 
aforesaid treaties. However, at the 
hearings upon the pending treaty be- 
fore the Senate subcommittee having 
it in charge, the question was raised 
whether or not Article VII would af- 
ford adequate protection to American 
rights in certain circumstances. 


UPPOSE that the United States were 
involved in war with some con- 
tinental power. Should we as a bel- 
ligerent have the right under interna- 
tional law to transport goods through 
this neutral Canadian territory? Or 
take the situation where both the 
United States and Canada (Great 
Britain) would be of neutral status, 
but we wished to ship contraband 
goods or conditional contraband to a 
belligerent through the waterway. 
Should we have the right to do so? 

No dogmatic answer to these ques- 
tions will be here attempted. But ir- 
respective of principles or rules of in- 
ternational law—which are far from 
being thoroughly settled—we know 
that nations often yield to war-time 
exigencies in violation of internation- 
al rights. One need only think of our 
experience in the World War with at 
least two nations to be convinced that 
opportunism often dominates policy 
and action. 

The pending treaty contains no pro- 
vision concerning fortification of the 
proposed waterway, nor do the esti- 
mates allow anything for such ex- 
pense. Yet a 27-foot channel into the 
Great Lakes might conceivably be 
used by lighter naval vessels of for- 
eign nations in time of war. 


HERE still remains for considera- 
tion the hydro-power aspects of 


the St. Lawrence Waterway project. 

Cheap power from harnessing the 
St. Lawrence has been a dream held 
by some for over a quarter of a cen- 
tury. In 1907 the legislature of New 
York passed an act granting to the 
Long Sault Development Company 
title to lands under the waters of the 
St. Lawrence for the purpose of build- 
ing power houses at a site adjacent to 
the present proposed site. However, 
Congress did not sanction the project 
and after a few years New York re- 
pealed her granting act for constitu- 
tional reasons. 

The present project contemplates a 
two-stage development with dams and 
power houses at Crysler island and at 
Barnhart island. Power may also ul- 
timately be developed further east in 
Canadian territory, but we are inter- 
ested only in the International Rapids 
Section. We are told that the project 
will develop 5,000,000 horsepower per 
annum and that revenues from the 
sale of this power will render the proj- 
ect self-liquidating. Let us examine 
this contention. 


o begin with, of the 5,000,000 
horsepower ultimate potential- 
ity, Canada will own exclusively 3,- 
837,000 horsepower. We shall con- 
trol about 1,100,000 horsepower. Yet 
the treaty obligates the United States 
to bear half the expense of the entire 
project and to furnish the funds requi- 
site in the International Section. The 
Joint Board of Engineers has said 
that the maximum power cannot be 
developed without interference to nav- 
igation. 
There is also reason to believe that 
the winter operation of the power 
plants will be difficult. Special pre- 
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Costs of St. Lawrence Transportation 
Higher than Shipments by Rail 


“Pp ROBABLY the most fundamental reason militating against 

this inland waterway is that the cost of transportation 

upon it would exceed the rail cost of transportation if all items 

of cost are included. It is common to ignore the expenses of 

waterways that are borne by the public treasury; but the public 
must pay them nevertheless.” 





cautions must be taken to try to over- 
come the effect of ice. Ice jams or 
gorges are frequent in parts of the 
river during the winter and are known 
to raise the level of water from 10 to 
30 feet. 

The large, deep pool of water that 
will be formed by constructing a 
dam at Barnhart island will facilitate 
much greater ice formation than is 
now the case. 

From 15 to 20 cubic feet of ice 
will form for every square foot of 
open water. The Conservation Com- 
mission of Canada formerly pub- 
lished a study opposing the construc- 
tion of a power dam at Long Sault 
Rapids (adjacent to Barnhart island) 
on the ground that it would cause ice 
jams much earlier in the season, so 
that heavy snowfall would have a 
longer period to collect and cause dis- 
Sometimes also the 
ice-jams cause “ice-shoves’” which 
move across the land and demolish in- 
tervening buildings. 


N addition to the surface ice, 

ground or “anchor” ice forms at 
the bottom of the river. This kind of 
ice has immense destructive power. 
There is also “frazil’”’ ice which is very 
difficult for a hydro plant to cope with. 
This is made up of ice needles or par- 
ticles which float in the river. Pro- 
fessor Barnes of McGill University, 
after a study of many years of ice 
conditions in the St. Lawrence, has 
written of “frazil” rising 12 to 15 
feet out of the water. He wrote that 
dams would delay the opening of navi- 
gation because greater ice gorges 
would form in the narrow parts of the 
river and prevent the “frazil” from 
flowing on. His significant conclu- 
sion was that “anchor” and “frazil” 
ice form under different conditions 
and that “methods of construction 
that would tend to obviate the one will 
not meet the exigencies of the other.” 
Hence the generating capacity of 
hydro plants at Barnhart island or 
Crysler island would be impaired in 
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winter and auxiliary steam plants 
would be necessary if power sales 
could be developed. 

But can the power, if generated, be 
sold? 

The present capacity of existing 
power plants in the state of New York 
is already beyond consumption re- 
quirements. Also in Canada the per 
capita consumption of electricity is 
already twice that in the United 
States. However, it may be argued 
that if the proposed St. Lawrence 
plants can undersell existing plants 
the public is entitled to such economy. 
A recent engineering study * throws 
light upon this question. The follow- 
ing figures show not only a compari- 
son between generating costs at steam 
plants and at hydro plants, but also 
indicate the, importance of the load 
factor : 


EstimATeD GENERATING COSTS AT THE 
St. LAWRENCE 9 


Load 
Factor 
BEE sidcnoss Seswes 1.46 mills per kw. hr. 
AEE re —- == = 
errr ee fl ad 


GENERATING Costs AT MOopERN 
STEAM PLANTS 


Load 
Factor 
Shc aah n-oce-0ie hae 3.5 mills per kw. hr. 
eee —e tS 
BN Seb Siicieng dsteciaie =— ss © 


iy comparing these costs it should 
be remembered that hydro plants 
have reached a high degree of efficien- 
cy, while steam plants are still mak- 
ing progress. For instance the U. S. 
Geological Survey reports that taking 
an average of steam plants in the 
United States in 1919 it required 3.2 

8St. Lawrence White Coal (1933) Van 
Deusen and Wilson. 

§ These figures are based upon fixed charges 


of 6.8% as used by the St. Lawrence Power 
Development Commission. 


pounds of coal to produce one kilowatt 
hour, whereas in 1932 it required only 
1.5 pounds of coal. 


ps gaan the foregoing costs are 
only up to the buss bar of the 
plant. Steam plants are usually lo- 
cated at the load center, but a hydro 
plant must be situated at the waterfall. 
Upon the above costs the St. Law- 
rence hydro power, after making al- 
lowance for transmission and distri- 
bution expenses, would be cheaper de- 
livered within a radius of from 50 to 
150 miles of the dam, depending up- 
on the load factor. Residence con- 
sumers’ load factor is about 20 per 
cent, whereas the load factor of in- 
dustrial consumers is much higher. 
Transmission of 150 miles from 
Barnhart island would not deliver St. 
Lawrence power in the great markets 
of New York city, Boston, Buffalo, 
or Rochester. Therefore the existing 
plants now serving these centers can 
supply power there at a lower cost 
than could St. Lawrence plants. 
Consequently it may well be asked 
where shall we sell our 1,100,000 
horsepower proposed to be produced 
as our share from the International 
Section? 

It appears that the only possibility 
for large sales lies in the direction of 
attracting industries to locate at or 
near the St. Lawrence dam. 


pee with the exception of 
electro-chemical and_ electro- 
metallurgical industries power costs 
are not the controlling ones in deter- 
mining the location of industries. 
Freight rates upon raw materials and 
finished products, sales markets, la- 
bor supply, and other considerations 
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are of greater importance than the cost 
of electricity. In view of our con- 
clusions upon the probable low useful- 
ness of the waterway as an instru- 
ment of transportation for fabricated 
goods, the prospect of attracting a 
large amount of industry to the St. 
Lawrence is not bright. And, so far 
as residence consumers’ electric bills 
are concerned, even if the St. Law- 
rence project could reduce generating 
costs by 50 per cent, it would decrease 
the consumer’s bill only about 12 per 
cent because of distribution, adminis- 
trative, and tax costs upon power cor- 
porations. 


a study of power market- 
ing possibilities made by a 
prominent engineering firm ’ several 
years ago reached the conclusion that 
if the St. Lawrence project were con- 
structed, the government would suf- 
fer an annual deficit of $1,306,000 to 
say nothing of a loss of an additional 
$1,660,000 in the form of taxes and 
license fees. These figures are based 
upon estimated sales of 3,720,000,000 
kilowatt hours yearly in the New 
York city area. The power market is 
not so good there now as it was when 
the survey was made. 


A RESOLUTION introduced into Con- 

gress in April, 1933, which 
passed the House and was debated in 
the Senate provides that in the event 


of the ratification of the St. Lawrence 


10 Sanderson and Porter, New York city. 


& 


Treaty, the state of New York is to 
assume stipulated costs in the con- 
struction of power works in the In- 
ternational Section and be accorded 
the American share of the flow of the 
river for the generation of hydroelec- 
tricity." Aside from constitutional 
reasons, it may be that already the 
government is not so enthusiastic 
about the power aspects of the project. 


| ¥ such an agreement shall be con- 
summated, the Federal government 
will obviously not have any revenues 
from the power project even though 
by some unforeseen event some net 
income should be realized therefrom. 
If, however, an arrangement shall not 
be made for the state of New York to 
assume the power project, there is 
some doubt as to the legal authority 
of Congress to construct and operate 
the power works that are planned. 
The Federal government has no au- 
thority to embark upon an electric en- 
terprise except where such is wholly 
incidental to the exercise of one of 
its express powers. While, of course, 
it has the right to improve means of 
navigation it may not use that power 
as a cloak under which to accomplish 
something beyond its constitutional 
sphere. The Muscle Shoals project 
was a war measure. The Boulder 
Dam project will generate some power 
as incidental to irrigation, flood con- 


11 House Joint Resolution 157, 73rd Con- 
gress, Ist session. 


sectionalism to expend half a billion upon a project which 


q “TRRESPECTIVE of any question of legality, it is unfair 


its proponents allege is primarily for the benefit of Western 
grain farmers when the tax burden of such will fall mainly 


upon the populous East.” 
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trol, and regulation of interstate com- 
merce. 

But a glance at the estimated costs 
to the United States of the St. Law- 
rence project (as given by the Joint 
Board of Engineers in 1932) makes 
it appear that the project is mainly an 
electric one. These costs for a two- 
stage project are as follows: 


Works solely for navigation $34,188,000 
Works primarily for power 132,452,000 
Works for both navigation 
Sf ea ae 108,102,000 
In other words, the works solely for 
navigation comprise only about one 


seventh of the project. 


Regen provisions of the treaty 
also indicate that the hydroelec- 
tric aspects are separable from the im- 
provement of navigability—not inci- 
dental or collateral to it. Article III 
provides that the Parties agree to em- 
power the St. Lawrence International 
Rapids Section Commission to con- 
struct the works in the International 
Section excluding power-house super- 
structures, machinery, and equipment 
required for the development of pow- 
er. Article III (c) provides that the 
parties may arrange for the construc- 
tion of such power-house superstruc- 
tures, machinery, and equipment as 
may be desired for development of 
water power. And the treaty further 
provides that the Commission shall 
have authority to defer such parts of 
power works as need to be constructed 


12 See Arizona v. California et al. (1931) 
283 U. S. 423, 75 L. ed. 1154, in which the 
main issue was the right of Arjzona to future 
water appropriations. 


in conjunction with the installation 
of power-house machinery and equip- 
ment. No limitation whatever is pre- 
scribed as to how long such works 
may be deferred. 

These provisions lead to the conclu- 
sion that the power project is sepa- 
rable from the navigation works and 
not an integral part of an entire proj- 
ect. Indeed, engineers have pointed 
out how much simpler and cheaper 
would be a project solely for the im- 
provement of navigation. 

The writer realizes that in these 
days it is bad taste, or at least bore- 
some, to mention the United States 
Constitution, but some day the Su- 
preme Court may resurrect that docu- 
ment and remind the American peo- 
ple that our Federal government has 
only a defined sphere of activity. 

Irrespective of any question of le- 
gality, it is unfair sectionalism to ex- 
pend half a billion upon a project 
which its proponents allege is prima- 
rily for the benefit of Western grain 
farmers when the tax burden of such 
will fall mainly upon the populous 
East. 


ao the Federal debt is $3,- 

000,000,000 larger than it was 
one year ago and stands at the highest 
point ever reached in peace time. Con- 
gress may be expected to make further 
generous appropriations, but we do 
not wish them to be profligate. To 
embark upon the St. Lawrence project 
at this time would be both economical- 
ly unsound and financially profligate. 





“Tue Federal Government’s Tennessee Valley Power Project” will be the 
q subject of a series of several articles by Professor Martin G. Glaeser, which will 
appear soon in Pusiic Utitities FortnigHtiy. In these articles the author, 
a well-known authority, will discuss the genesis of the project, the immediate 
and ultimate TVA program, and the TVA power policy and its significance. 
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AN OBSERVER’S URGENT PLEA FOR 


Horse Sense for the Trolleys 


Analysis of the unpopularity of the street car, the 
most perfect tool for mass transportation said to 
have ever been devised. 


By TYLER GASKILL PRICE 


, NHERE is no point in mincing 
words: the street railway is un- 
popular and, therefore, liable to 

become a doomed mechanism. Every- 
where those two less perfect devices, 
the motor coach and the hybrid track- 
less trolley, which like most half- 
breeds inherit the vices of both par- 
ents and the virtues of neither, are 
winning prestige with builders, oper- 
ators, and public alike. 

The change is imminent, its conse- 
quences dire. Electrical manufactur- 
ers and central stations stand to lose 
a huge market while Mr. and Mrs. 
John Q. Citizen may expect to breathe 
more gasoline fumes and to pay high- 
er electric bills to compensate for the 
loss of a vast acreage of kilowatt 
hours now sold to the car lines. 

Against this trend, the voice of en- 
gineering horse sense may harangue in 
vain, but there is always the chance 
that it may be heard and the street 
railway yet be made what it should 
have been from its inception, the most 
perfect tool for mass urban transpor- 


tation which has ever been devised. 


b de may prove that to your own 
satisfaction by comparing the 
combinations of materials and power 
of car line and bus line. 

Essentially the railway employs elec- 
trically driven steel wheels on steel 
rails and the bus line uses gasoline- 
driven, rubber-tired wheels on lithic 
pavements. Thus for speed, compare 
the starting torques of series motor 
and gasoline engine. For traction, in 
all weathers, compare 8 wheels using 
sand on.a level rail with 4 tires on 
sloping asphalt. For riding qualities, 
compare flat rails and humpy pave- 
ment. And so on. 

Even the argument that the coach 
is a better vehicle because it can snake 
through traffic more adroitly than can 
the street car bound to its rails, is too 
porous to hold much water. Mass 
transport must make frequent stops at 
specified stations. During rush hours 
busses must line up at the curb just as 
rail cars do in the middle of the street. 
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In dense traffic both are some hind- 
rance and in roomy thoroughfares nei- 
ther is objectionable. 

Now is there much logic in the con- 
tention that the trackless trolley bus 
is cheapest because it saves investment 
and maintenance of rails. If that 
were true, then, perforce we must 
argue for the immediate adoption of 
the motor bus which saves investment 
and maintenance on tracks and trol- 
leys, feeders, substations, transmission 
lines, and generating stations into the 
bargain. That argument is downright 
hooey, for bus fares are now and al- 
ways have been as high or higher than 
car fares. 


ig you judge by these comparisons 
you will award the palm to the 
street railway. But John Q. Citizen 
does not judge by these comparisons. 
He reckons neither the engineering 
virtues of steel wheels and steel rails 
nor the patent chicanery of tauting 
the flexibility and cheapness of the 
motor coach. He is so fed up with 
his traction system that he is ready to 
try anything once. And wherever he 
has had a chance to try it the street 
railways have found themselves peer- 
ing from the municipal ash-can at 
John Q. jouncing by in an omnibus, 
wreathed in blue fumes. 

His judgment is deplorable but even 
an ardent proponent of electric trac- 
tion, like myself, must admit the 
righteousness of his indignation. For 
although I have ridden more than 80,- 
000 miles as a fare-paying passenger 
on most of the car lines in the United 
States and in Europe I have yet to find 
a railway which is decently quiet or 
a street car which has been planned 
with even a rudimentary understand- 


ing of human psychology and of hu- 
man anatomy. 

The reason for these delinquencies 
lies in the fantastic philosophies of 
rail and car engineering which have 
sprung from the inexperience of tran- 
sit administrators, who for the most 
part neither live on car lines nor use 
them for their personal transport. 


AS one spokesman for the railroads 
puts it, with quite unintended 
frankness, ‘The battle of electric 
traction will continue to be fought out 
in the drafting room.” 

There is no reason to expect pro- 
gress along that road. For surely none 
can tell by pondering drawings in an 
office whether a car starts too fast or 
not fast enough, if its signs are legi- 
ble, its handholds correct, its seats 
well arranged, or why John Q. and 
Winnie, the Bread Winner, simply 
won’t move up in front. 

These and the thousand other facts 
which must be learned about such 
structures can only be learned by di- 
rect personal observation. There is no 
royal road to railroad experience. 
Car-crew reports and passenger com- 
ment have little significance for the 
fixed duties and positions if the op- 
erating men prescribe their chances 
for adequate observation and passen- 
gers render their opinions on personal 
prejudice rather than on observation 
of the mass of their fellow car riders. 

Lacking both first-hand experience 
and that gained vicariously from trust- 
worthy reports of others, transit de- 
signers have pursued the hit-or-miss 
method of adjustment. So that rail- 
way equipment has undergone change 
but not intelligent development with 
the result that “modern” cars and rails 
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are actually as experimental as were 
those of thirty years ago. 


H™ little electric traction has been 
able to see eye to eye with its 
patrons may be guessed from Transit 
Journal’s article on “Notable Im- 
provements in President’s Conference 
Car” (July, 1933) which says, 


“From many indications it seemed evi- 
dent that the first problem was to deter- 
mine the respect in which the public had 
consciously or unconsciously decided that 
electric railway service did not measure up 
to its requirements. Efforts in this direc- 
tion elicited very definitely a feeling of 
resentment against noise and _ vibration. 
Practically every person interviewed by the 
representatives of the committee mentioned 
noise as the most objectionable feature of 
street car operation.” 

Thus after half a century of oper- 
ation transit specialists write down as 
a newly discovered fact one which 
has been known to every layman and 
housewife since childhood, to wit, 
street cars are noisy. But if this 
seems incredible, then the answer to 
the “noise problem’”—which in real- 
ity is no problem at all—is nothing 
short of appalling. For now engineers 
are planning a new and silent street 
car with rubber in its wheels in the 
full and publicly admitted knowledge 
that no operating company can af- 


ford to buy it. 


O« hardly knows whether so pre- 
posterous an answer is an air 
from a Gilbert and Sullivan travesty 
or the preliminary tolling of electric 


traction’s knell. It may well be the 
latter. 

Automotive transport is gaining by 
leaps and bounds. The very argu- 
ments which today are used to replace 
or extend car lines with trackless trol- 
ley will be used next year to replace 
both trackless trolley and rail car 
with the motor coach. The railways 
cannot wait for a new car and money 
with which to buy it. What is to be 
done to reduce noise must be done 
with the present equipment. It must 
be done cheaply. It must be done 
right now. 

The job appears difficult only be- 
cause many believe, as do most trans- 
it administrators, that noisiness is an 
inherent characteristic of a railroad as 
it is of rock crushers and boiler fac- 
tories. This is folly. For, obvious- 
ly, if the rail is a smooth bearing, the 
wheel a smooth roller, the pinion and 
gear a smooth power transmission, 
and the electric motor a rotating ma- 
chine, devoid of both reciprocating 
parts and explosive power, then the 
entire combination is inherently quiet. 
It cannot make any objectionable 
noise save when it is out of order. 


‘eo all surface lines are allowed 
to make public nuisances of 
themselves is not only a dour com- 
mentary on their engineering design 
and the prefunctoriness of their con- 
struction and repair workmanship, 


e 


fare-paying passenger on most of the car lines in the 


q “ALTHOUGH I have ridden more than 80,000 miles as a 


United States and in Europe I have yet to find a railway 
which is decently quiet or a street car which has been 
planned with even a rudimentary understanding of human 
psychology and of human anatomy.” 
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but it is crying evidence that they are 
costing far too much money. Any 
inherently quiet mechanism which 
emits noise is needing repairs and is 
damaging itself so that the longer re- 
pairs are deferred, the more they will 
cost in the end. 

Viewed in this light, railway racket 
is not a disease but merely the symp- 
tom. No intelligent physician ‘treats 
symptoms. He prescribes for the ail- 
ment in the sure knowledge that when 
the disorder is corrected the symptom 
will disappear. So it should be with 
the dinning of the traction lines. 

The problem is not to reduce noise 
but to put the entire mechanism in 
good condition. This done, we need 
not worry about the racket. That 
will have taken care of itself. 


Pens the rail first, for the 
amount of noise it raises clearly 
indicates that nowhere is it the 
smooth, tight, level bearing it should 
be. A study of its design will lead 
you to conclude that it is so planned 
that it will go to pieces and conse- 
quently emit sound, in the shortest 
possible time. 

It is laid on a concrete foundation. 
The short lengths of curved track, 
crossings, and other “special work” 
are bolted together with splicebars, 
while the long lengths of tangent 
- track are welded securely. If one 
were deliberately to design a structure 
which would normally wrack itself to 
pieces in the shortest order he would 
probably construct it like the modern 
car track, long, thin, of two dissimi- 
lar materials, steel and concrete. 

Half a mile of rail under the blaz- 
ing sun of an August noon in Chica- 
go is 1.5 feet longer than it is at mid- 


night of Christmas Eve. No power 
in pavement or ties can keep the rail 
straight and flat. In summer it bulges 
sidewise out of line and humps up 
here and there into long, low 
“domes.” In winter it draws taut like 
a rope, tending to lift out of the low 
spots, forming “‘spans.”’ 


Re a little time the rails appear 
firm and the only evidence of the 
spans or domes is the rumbling caused 
by the passage of cars. But the work 
of destruction has begun. The vibra- 
tions set up by the steel wheels at 
these less securely supported points 
are transmitted along the tightly 
welded rails in both directions. The 
weakening of the foundation spreads 
along the structure like a virulent 
malady. Here and there the vibra- 
tion becomes more evident in “cup- 
ping” or shallow ripples which the 
car wheels have beaten or worn into 
the originally smooth surface of the 
shaking rail. More vibration, more 
rapid destruction, more dinning of 
the cars. 

Presently the track has worked 
loose in its setting so that it rattles. 
Granite blocks alongside begin to 
sink. Some actually disappear into 
the voids left in the inadequately 
tamped concrete of the foundation. 
The track sags out of line and level. 
Rails break apart at the welds. The 
structure becomes so uneven that 
standing passengers in cars have dif- 
ficulty in keeping their feet. At this 
point the geologic process which has 
been taking place under our very 
eyes, in a few short months, is com- 
plete. 

Something must now be done, not 
merely to abate the nuisance but ac- 
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er 
: Street Railway Noise, a Crying Evidence of 
" Wasteful Costs 
w “eo all surface lines are allowed to 
e make public nuisances of themselves 
Ww is not only a dour commentary on their en- 
gineering design and the prefunctoriness of 
their construction and repair workmanship, 
r but it is crying evidence that they are costing 
€ far too much money. Any inherently quiet 
d mechanism which emits noise is needing re- 
7 pairs and is damaging itself so that the 
- longer repairs are deferred, the more they 
t will cost in the end.” 
$ 
y 
7 tually to keep the cars on the track. foundations and make a terrific racket 
The rail is straightened. Its joints in the process. 
‘ 





are rewelded. Its foundations are re- 
built even more cavalierly than they 
had been at first, for, like the doctor’s 
mistakes, they are buried. The de- 
structive cycle begins anew but pro- 
ceeds more rapidly than it did origi- 
nally. 


PD ipemond the domes and spans of 
expansion and contraction are 
the sources of this speeding deterior- 
ation and its accompanying hullaba- 
loo and the only way to prevent them 
is to allow the track to “breathe” 
longitudinally throughout its entire 
length. Now all that is needed of a 
good rail joint is that the rail ends be 
kept in true level and alignment, not 
necessarily butted snugly together. A 
gap of one fourth of an inch causes 
little or no vibration if the ends are 
level, but let them become out of lev- 
el by so little as one sixteenth of an 
inch and the hammer blows of the 
steel wheels with 7,500-pound axle- 
loads will rapidly batter the rails and 


Splicebars would allow each section 
of rail to change its length slightly 
but, being buried in the pavement, 
cannot be kept tight. Once the bolts 
are loosened, the rail ends become 
bent out of level and give rise to an- 
other source of vibration and noise. 
The splicebar is not the device for the 
best joint. 


Ce the proper joint which 
allows the rails to change length 
slightly and so makes impossible the 
domes and spans and at the same 
time holds the rail ends in true level 
and alignment must be a small steel 
bridge, or a joint “cradle.” Such a 
cradle would hold the rails in a rela- 
tively loose grip, having say, one-one 
hundredth of an inch clearance which 
can be achieved by shims, placed un- 
der the side hold-downs, beneath the 
foot of the rails and between the rail 
foot and the side guides. It has the 
virtues of being cheap, easily installed 
during repair or construction work, 
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and requires no attention throughout 
the entire life of the track. 


B" bettering the workmanship on 

foundations, eliminating the evils 
of contraction and expansion, will not 
alone suffice to make the rail smooth 
and tight, and therefore, economical, 
and—should I repeat? quiet. 

The surface must be kept clean. 

At present anything from dust and 
rubbish to iron ware of considerable 
size may be found on the tracks. I 
once found a one by four-inch bolt 
on a car track. It had been there for 
hours. The cars had mashed it al- 
most beyond recognition. The racket 
was deafening and of real interest to 
the surface lines, the rail was cracked 
clear through! 

That is, of course, exceptional but 
it is no great way from the average 
as you may judge by riding over a 
perfectly smooth, tight rail which is 
rough with small accumulations of 
dust and paper mashed on its surface, 
and on the same rail when it has been 
scoured clean by the tires of motor 
vehicles in wet or snowy weather. 

The dirt on the rail appears flat but 
is not. Actually it is a few hun- 
dredths of an inch thick. The steel 
wheels passing over such minutia 
clatter against the rail. The condi- 
tion is made manifest to the passen- 
‘ ger by the unpleasant shaking of the 
whole car and to everyone else in the 
vicinity by the inescapable racket. We 
keep dirt out of turbine bearings, out 
of cylinders of engines and pumps, 
and out of cross-heads. Why, then, 
not keep the rail clean, since it is a 
bearing in the same sense as the oth- 
ers. Small, powerful, and quiet track 
scrubbers attached to the trucks of 


cars will keep the rail clean in all 
weathers. They will increase its life 
and destroy the last source of racket. 


Ane great aid in making this, 
smooth, tight, clean track even 
more economical may be had by re- 
vamping the specifications for new 
construction. At present the same 
weight of rail and foundations are 
prescribed for heavily traversed thor- 
oughfares where cars are frequent 
and truck wheel-loads amount to tons 
as are laid on the cross-town lines 
where cars are on longer headways 
and automobile wheel-loads amount to 
but a few hundred pounds. 

This strange practice has no paral- 
lel. Elsewhere in structural engineer- 
ing the greater the load the greater 
the strength of the structure. But the 
heavier rails and stronger foundations 
which must be written into the track 
specifications for main arteries, are 
items which can be fully achieved 
only over a period of years. They 
can, however, be approximated to a 
considerable extent in immediate re- 
pair work, but sooner or later rails and 
foundations must be strengthened to 
conform to traffic requirements if the 
railroad is to be made economical in 
the full sense of the term. 


Ww the rail so laid that it re- 
mains tight and level, with its 
surface ground true and kept clean 
with scrubbers we have done all that 
need be done to correct its condition. 
It is obvious that such a rail can emit 
no obnoxious noise. Only at cross- 
ings where the surface must perforce 
be broken can sound be generated. 
And the design of a new and relative- 
ly quiet steel crossing is so highly 
technical and the mathematics so in- 
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volved that I have not the temerity to 
do more than mention here my belief 
that a great deal can be done for such 
special work. 

The next item for scrutiny is, of 
course, the car itself. As you have 
observed not two cars of the same 
type emit the same amounts of sound. 
Some are hideously noisy while others 
are almost quiet. From this you will 
conclude that it is not so much the 
structure but its mechanical condition 
which permits one to make a nuisance 
of itself and another to go quietly 
about its business, and further that, 
in all probability, the quiet ones are 
not nearly so quiet as they can easily 
be made. 

Most of the racket stirred up by the 
cars themselves has its origin in rail- 
way shop practice, which at present 
turns loose on the public anything that 
will run. This evil can be corrected 
only by a willingness to make the cars 
as nearly perfect as is possible. 


NE source of much noise is the 

gears. Granted that the pinion 
will wear more rapidly than the gear 
and so become noisy, the fact still re- 
mains that lack of true parallelism in 
the motor shaft and car axle is the 
cause of a great deal of wear and 
racket. If these shafts are out of 
parallel by only a very small fraction 
of an inch the teeth bear against each 


other, not on minute elements of sur- 
faces but almost in points, near one 
end or the other. Wear and noise are 
the results. Good machine-shop prac- 
tice is the cure for this ill. 

In some cases the air exhausts of 
brakes and doors are much noisier 
than they should be. This is true, for 
instance, in the 100 new cars of the 
Chicago Surface Lines. But it is no 
great matter for the shops of an en- 
terprising car line to turn out small, 
cheap silencers and to screw them on 
to the ends of the exhaust pipes. Rat- 
tling windows are equally a matter for 
the repairmen as are thin strips of 
rubber for cushioning the shocks of 


sliding doors. 


Only the trolley pole needs serious 
attention. When the wheel becomes 
pitted, and even when it is still in 
fairly good condition, the rigid pole, 
holding it tightly against the wire 
causes the latter to vibrate like the 
string of a very unmusical instrument. 
Rubber blocks at the foot of the pole 
will prevent the vibrations from mak- 
ing a sounding board of the car roof, 
but they will not help the wire. The 
wheel itself, needs a soft cushioning 
at its very base. But that like all the 
rest of these obvious improvements 
can be accomplished in the shops. 


.’ should be pointed out here as an 
afterthought that once the rail is 


e 


vicariously from trustworthy reports of others, transit 


q “LacKINnG both first-hand experience and that gained 


designers have pursued the hit-or-miss method of adjust- 
ment. So that railway equipment has undergone change 
but not intelligent development with the result that 
“modern” cars and rails are actually as experimental as 
were those of thirty years ago.” 

281 





PUBLIC UTILITIES FORTNIGHTLY 


laid smooth and bright the mainte- 
nance and noise of the cars themselves 
will be reduced to an irreducible mini- 
mum for the obvious reason that the 
less the car is shaken the longer its 
parts will remain tight. 


HERE is, however, one ponderous 

block in the way of railway noise 
reduction by these suggested means 
of adopting proper philosophies of 
track construction and car-shop prac- 
tices. None requires much money nor 
time. But all require much human 
energy and enthusiastic willingness 
to do a good job. Certainly it is far 
easier for rail administrators to sit in 
an office and plan new equipment and 
to shove the blame for lack of money 
wherewith to buy it on receiverships 
and commissions, than it is to get out 
in the street and find out what is 
wrong with a hundred million dollars’ 
worth of perfectly good equipment, 
which has been damaged by maladroit 
engineering and slovenly shop work. 
One may reasonably ask whether they 
are not too lethargic, too much bound 
by habit to adopt the only practical 


way of insuring the longevity of their 
industry. 


BBs those who do get out and bet- 
ter their present equipment will 
come the thanks and the esteem of 
their communities. They will be 
looked upon almost as miracle men. 

But those lines which do not seek 
earnestly and enthusiastically to im- 
prove, who indolently long for new 
cars, who do not respect the electric 
street railway for the splendid mech- 
anism which it has every right to be, 
the doom is sealed beyond reprieve. 

Already John Q. Citizen has 
donned the executioner’s mask and 
whetted the ax. The head of the in- 
dustry is on the block and its neck is 
bared for the stroke. Words avail 
nothing. Public relations prayers are 
now as they have always been, the 
windy mouthings of the condemned. 
Action alone will stay the sentence. If 
that action be not forthcoming speed- 
ily, as living evidence of repentance, 
the ax will fall and we shall have the 
answer to: street cars today, but what, 
indeed, tomorrow ? 











Public Utilities and Progress 


<4 HE world owes a debt of everlasting gratitude to the pioneer 

in whatever line of human endeavour. It was the pioneer, 
urged by a great vision and the spirit of adventure, who gave us our 
railroads, without which we would be in the ox-cart stage of civiliza- 
tion, and also our public utilities. Both are necessary and of equal 
importance to, and largely responsible for, the unprecedented progress, 
prosperity, and development of our country. 

“The public utility, by making available at reasonable rates light, 
power, and heat, has greatly lightened the duties of the housewife, 
and lifted crushing burdens from the backs of labor. It has also 
thereby greatly contributed to the ease and comfort of life, and 
advanced the spiritual and material welfare of the people by affording 
them more time for recreative enjoyment and cultural development. 

—ALEXANDER SIDNEY LANIER. 
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Federal and State Attitudes 
Toward Public Utilities 


The present trend of conflicting policies 


as to ownership and regulation 






Wuat will be the outcome of the popular 
clamor for constant reduction of the rates 
of the private companies? Will the com- 
missions yield to political pressure or will 
they continue to maintain a reasonable atti- 
tude toward regulation problems? What will 
the courts do? What about the renewal of the 
drive for government ownership? Vital in- 
terest of utility security owners in the present 
course of legislative and commission action. 


By OWEN ELY 





s a result of the Insull debacle, 
A the general agitation against 
utilities, and the new “soak- 
the-rich” policy, there has been a great 
deal of sound and fury about the re- 
duction of utility rates. 

How effective has this campaign 
been up-to-date? 

Are the commissions still display- 
ing a reasonable attitude or have they 
been coerced by public clamor? Do 
the utilities still enjoy the protection 
of the courts against over-zealous po- 
litical elements? Have the standards 
for reasonable rates based on the long 
series of legal decisions been largely 
discarded? Has reproduction cost 
been superseded as a valuation basis 
by the highly elastic “prudent-invest- 
ment” principle? What rate of re- 
turn is now considered fair, 8 per 
cent, 7 per cent, or 6 per cent? 

And finally, does the Federal gov- 
ernment hope to convert the industry 
to a publicly owned and operated bas- 
is? 

These are all vital questions in 


which the holders of public utility se- 
curities are closely interested. It is 
difficult to give any clear-cut answer 
because of the multitudinous enact- 
ments, hearings, orders, etc., by the 
legislatures, commissions, and courts 
in our forty-eight states. Neverthe- 
less, scanning of these scattered news 
reports may permit a few generaliza- 
tions and attempted appraisal of pres- 
ent trends. 


ee taking up the problem of 
state regulation let us first con- 
sider the new Federal attitude on rates 
and public ownership. During his 
election campaign? President Roose- 
velt proposed an eight-point program 
which included wide publicity for fi- 
nances and intercompany contracts, 
regulation of holding companies by 
the Federal Power Commission in co- 
Operation with state commissions, and 
“prudent investment” as a basis for se- 
curity issuance. 

The new Securities Act now pro- 


1 Portland, Oregon, speech, Sept. 31, 1932. 
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vides for increased publicity for new 
offerings, but holding companies have 
not yet been placed under Federal 
jurisdiction and the “prudent-invest- 
ment” theory still has to stand final 
test in court rulings. The various in- 
vestigations instituted by Congress, 
while they have not yet disclosed any 
situation parallel to the Insull pic- 
ture, may lead to legislation of some 
character. 

Meanwhile, however, the Federal 
administration has been attempting to 
hasten the downward trend of utility 
rates through various devices which 
are hardly calculated to improve the 
morale of the industry, and which 
seem obviously uneconomic because 
they ignore the engineering and ad- 
ministrative efficiency which up to the 
beginning of the bear market made 
this industry a favorite medium for 
both investment and _ speculative 
funds. 

In brief the administration has been 
attempting to revive the almost-for- 
gotten issue of municipal ownership. 


eo ownership for rail- 
roads was given its coup de grace 
by our war-time experience, when mil- 
lions of dollars were taken from the 
Treasury owing to increased wages 
and inefficient union rules for rail la- 
bor. The many hundreds of millions 
. annually wasted in river and harbor 
improvements, unwanted post offices, 
Mississippi river barge lines, etc., were 
instrumental in evolving the policy 
“less government in business,” which 
the present administration seems de- 
termined to reverse. For sixteen 
years Muscle Shoals has stood as a 
monument to the inability of Con- 
gress to settle on the first principles 


of public development and use of pow- 
er resources ; with such a record of in- 
eptitude it is difficult, indeed, to en- 
visage many of the glowing prophecies 
regarding the future possibilities of 
the great TVA development. 

Bad as our financial leadership 
proved in 1925-1929, there is little 
question as to the operating efficiency 
with which private large-scale business 
was conducted ; on the other hand, the 
wasteful methods of administering 
routine government detail are too well- 
known to need comment. 

It remains a political puzzle, there- 
fore, as to why the administration 
should attempt to turn the business 
clock backward by actively promoting 
municipal and Federal ownership of 
utilities, when all that is needed is the 
correction of glaring oversights in the 
regulation of corporate accounts and 
finance. 


N attempting to force municipal 
ownership of distributing systems 
backed by great Federal developments 
of water-power resources such as the 
Tennessee Valley Authority, St. Law- 
rence Waterway, Columbia river, etc., 
the administration ignores the follow- 
ing considerations : 
I The trend has been away from 
* hydroelectric development toward 
steam plants in recent years, owing to 
the greater efficiency of the latter. 


2 We already have some twenty 

* to twenty-five billions invested in 
a highly efficient system of utilities, 
and to duplicate part or all of this in- 
vestment in publicly owned properties 
would repeat our past mistake with 
respect to transportation, where we 
duplicated an efficient railroad system 
with a parallel and competing system 
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of motorized transit facilities subsi- 
dized by huge public road-building 
funds. 


It is difficult, if not impossible, 
3. to make a fair comparison of the 
relative efficiency and earning power 
of publicly owned and private utilities, 
without much more careful study than 
has yet been undertaken. Municipal 
ownership has been declining as a fac- 
tor in the electric light and power in- 
dustry for several decades up to its 
present threatened revival, and many 
plants which still survive presumably 
are low cost or reflect other special 
conditions. Professor Albert Lévitt, 
special assistant to the Attorney Gen- 
eral, in an article in the New York 
Times (Nov. 26, 1933) states: 

“Even the item of taxation which the 
private companies at the present time are 
stressing has been met by the municipally 
owned plants. This is so because the mu- 
nicipal plants have, in every year, turned 
over to the owning cities more money as net 
profits than the privately owned compa- 
nies have paid out in taxes and dividends 
combined.” 

Can Professor Lévitt give statisti- 
cal data to bear out this categorical 
statement? The writer is very much 
inclined to doubt whether any definite 
proof of the contention is available, 
particularly if proper allowance be 
made for depreciation charges on mu- 
nicipally owned plants. 


Professor Lévitt’s article, which 
4. is obviously based on the propa- 


ganda in favor of the Lilienthal pro- 
gram for an extremely low rate struc- 
ture in TVA territory, also raises the 
question of rates in relation to valua- 
tion. He holds that total utility val- 
uation is $1,000,000,000 too high and 
infers that rates are universally too 
high because they have to support the 
burden of holding company “watered 
stock.” Such a figure would only be 
about 4 or 5 per cent of total invest- 
ment, assuming that he refers to all 
utilities. 

Professor Lévitt ignores complete- 
ly the fact that commissions and 
courts have for many years had al- 
most complete control over rates, dis- 
missing this fact with the statement 
that in many of the states “the com- 
missions belong literally to the corpo- 
ration. The corporations have politi- 
cal control of the governmental ma- 
chinery.” 

Does Professor Lévitt intend also 
to impugn the integrity of the United 
States Supreme Court, whose deci- 
sions have formed the basis for much 
of our present standards of regula- 
tion? Does he mean that the com- 
missions of each of our forty-eight 
states are corrupt and that Federal 
regulation must be substituted? Does 
he not realize that holding companies 
may serve some legitimate function 
and that the weaker promotion-type 
is already rapidly being swept out of 
existence? Has he examined the fi- 


e 


as to why the ad- 


“Tt remains a political puzzle, . . . 

q ministration should attempt to turn the business clock back- 
ward by actively promoting municipal and Federal owner- 
ship of utilities, when all that is needed is the correction 


of glaring oversights in the regulation of corporate 


accounts and finance.” 
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nancial pages of any recent newspaper 
to see how many of these companies 
are still paying dividends and how 
their stocks are quoted? 


The campaign instituted by the 
* TVA to urge municipalities in 
its territory to vote in favor of mu- 
nicipal plants appears to be only part 
of a country-wide antiutility policy. 
The government does not hesitate to 
propagandize its sweeping claims 
without the support of reasonable 
statistical evidence, despite its con- 
demnation of the publicity methods 
used by some utility interests in their 
recent hey-day. Such methods, by the 
way, have never been approved by the 
conservative elements of the industry. 
Moreover Professor Lévitt naively 
suggests that the Federal government, 
as a consumer through post offices, 
etc., sue for lower rates “in every ju- 
risdiction in the United States” and 
make its own valuations to support its 
cases. The Public Works Adminis- 
tration is apparently desirous of fi- 
nancing municipal plant construction 
regardless as to whether this is a 
wasteful duplication of existing pri- 
vate plants. It seems ridiculous that 
we must resort either to relentless le- 
gal persecution or to cut-throat com- 
petition to cure such ills as exist in 
the industry, while elsewhere in in- 
dustry the government has lifted the 
‘ antitrust laws and directly encouraged 
the raising of the general price level 
where this does not work immediate 
harm to the consumer. 


6 In arguing against the reproduc- 
® tion cost basis of valuation, the 
government overlooks the present ad- 
vantage of such a base to the consum- 
er, owing to the great decline in con- 


struction values and real estate since 
1929. In returning to actual cost as 
a basis, it would perpetuate the high 
cost of 1925-1929 construction. Pos- 
sibly the explanation lies in the use 
of the word “prudent.” This word 
implies that should the regulating 
bodies decide that any past construc- 
tion was unnecessarily expensive or 
ill-advised, it can substitute its own 
views for that of the management 
and lop off such values in fixing the 


rate base. 

Meanwhile little progress has ap- 
7° parently been made in the one im- 
portant field where Federal authority 
is sorely needed to reform the indus- 
try—regulation of accounts. While 
railroad accounting classifications are 
unnecessarily cumbersome as to de- 
tail and form, no one questions the 
fact that the Interstate Commerce 
Commission has succeeded in reveal- 
ing to public inspection most of the 
innermost secrets of railroad finance. 
No longer do the railroads labor un- 
der the old epithet of “watered 
stock.” 

Railroad accounts are all on a uni- 
form basis, permitting exact compari- 
sons between the securities of differ- 
ent roads. While the commission 
has doubtless made grave mistakes of 
policy and Congress has committed 
sins of omission in failing to regu- 
late competing carriers, there is little 
doubt that railroad accounts command 
the respect of investors and on the 
whole quite faithfully reflect rail earn- 
ing power. 

A similar program for instituting 
a nation-wide set of accounting stand- 
ards and regulations for all utility 
companies doing interstate business 
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Is There a Country-wide Government Antiutility Policy? 


aah Bovis campaign instituted by the TVA to 
urge municipalities in its territory to vote 
in favor of municipal plants appears to be only 
part of a country-wide antiutility policy. The 
government does not hesitate to propagandize its 
sweeping claims without the support of reasonable 
statistical evidence, despite its condemnation of 
the publicity methods used by some utility inter- 
ests in their recent hey-day. Such methods, by 
the way, have never been approved by the con- 
servative elements of the industry.” 














would go far toward lifting the prob- 
lem of utility rates and finance out of 
its present legal quagmire. Standards 
of regulation might still remain a mat- 
ter of issue; but the long and costly 
procedure now involved in forcing 
rate changes, due to the necessity for 
engineering appraisals, etc., would 
vanish as soon as the new system was 
properly functioning. Moreover, if 
the new accounts were properly set up 
so as to show the correct relationships 
as to management fees, loans and ad- 
vances, intercorporate relationships, 
property write-ups, etc., which have 
permitted the abuses which grew up 
under the holding company system, 
the latter would immediately be 
stripped of its greatest possibilities for 
evil. The accounting travesties which 
accompanied the mushroom growth of 
the Insull system could find no place 
in such an accounting system. 


HE unreliable character of ac- 
counting regulations in some 
states with respect to standards for C. 
P. A. certificates, accounting audits, 
and engineers’ appraisals, which form 


the basis on which investors have ac- 
cepted many a security prospectus at 
its face value, are now only too well- 
known and make the substitution of 
uniform Federal standards a matter 
of vital necessity. 

When combined with the trickery 
of misleading forms of income and 
balance-sheet statements—such as the 
figuring of net earnings before depre- 
ciation and taxes, or the use of false 
multipliers of earnings in relation to 
interest charges, etc.—the resulting 
distortion of corporate facts has been 
largely responsible for our utility 
scandals. It was such accounting 
trickery, combined with the repeated 
pyramiding of the margin of profit be- 
tween 7 to 8 per cent on total invest- 
ment and 4 to 6 per cent paid on senior 
securities, that permitted successful 
exploitation of a part of the industry 
by a few unscrupulous holding com- 
pany promoters. 

The Federal government seeks a 
“yardstick” for rates through forced 
and wasteful competitive devices, 
whereas correct and uniform ac- 
counts and statistics are the only 
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real scientific basis for rate making. 
So much for the Federal picture. 


MONG the states the commissions 
as a whole still display a consid- 
erable degree of the independence and 
fairness which has characterized their 
regulation of utility rates during the 
past decade. It is true that they have 
been coerced in some cases by politi- 
cal pressure as in Georgia, where the 
governor last August forced the com- 
mission to resign because it had not 
reduced rates; the new commission 
was placed on probation and immedi- 
ately began work on reduced rail and 
telephone rates. 

In Wisconsin the Commission has 
attempted to live up to the reputation 
of that state for radical reform meth- 
ods by ordering a 124 per cent cut in 
telephone rates in lieu of the 25 per 
cent advance requested by the compa- 
nies. It also forbade certain dividend 
payments and ordered a halt to new 
construction in Milwaukee because it 
feared that the American Telephone 
and Telegraph Company was attempt- 
ing to benefit its affiliate, the Western 
Electric. In North Dakota, another 
radical state, the authorities attempt- 
ed to impose a 124 per cent tax on 
the gross income of public utilities. 
Statistics are hardly necessary to 
prove the crippling effects of any such 
proposal on the earning power and fi- 
nancial welfare of the utilities. In 
Texas, a cut of 20 per cent in certain 
natural gas rates was ordered, which 
would seem to be confiscatory. 


B” in general, despite these ex- 
treme instances, it is probable 
that the reductions in rates by the 
various state commissions have been 
much less drastic than might be in- 


ferred from the great amount of 
newspaper comment. In this respect 
the utilities are favored by the natu- 
ral delays due to: 


1. Past dependence on long-drawn- 
out valuation procedures or other 
special investigations. 

2. The facility with which tempo- 
rary injunctions can still be obtained 
against commission orders. 

3. The increased costs due to NRA 
and the new Federal taxes, etc. 


ANY commissions have been con- 
ducting extensive investigations 
during the last year on which they 
have not yet acted. Others have con- 
tinued the system of piece-meal rate 
adjustment, with separate changes for 
individual companies, which makes it 
exceedingly difficult to appraise the 
average results with respect to per- 
centage reduction in gross revenues. 

There are, however, certain trends 
in state legislation which appear to 
be fairly well defined. Many states, 
according to one compilation about 
three quarters of them, now require 
utilities to shoulder part or all of the 
cost of regulation. Governor Horner 
of Illinois and Governor Lehman of 
New York led in recommending the 
adoption of this policy in 1933, with 
the limitation that such cost burden 
should not exceed one half of 1 per 
cent of utility gross revenues from in- 
trastate business. 

There has also been a move to force 
utilities to pay interest on consumers’ 
deposits, which had previously been 
overlooked. 

With respect to holding company 
regulation, Illinois has also provided 
for increased control in order to elim- 
inate unjustifiable management fees, 
regulate “upstream” loans or advances 
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from operating companies to hold- 
ing companies or affiliates, etc. A 
similar program proposed by Govern- 
or Lehman is now deeply involved in 
New York state politics, owing to the 
recent Macy charges. 


| order to meet the public agitation 
for decreased rates and avoid the 
long delays incident to the hearings 
and judicial procedure used by both 
commissions and courts, some states 
have attempted to initiate, by legisla- 
tion and otherwise, the new principle 
of “temporary” or “emergency” rates, 
but many such rate reductions have 
been held up in the courts. In New 
York state a few scattered rate cuts 
have been successfully imposed by the 
commission, but the attempt to force 
New York city companies to reduce 
electric rates 6 per cent has only result- 
ed in long drawn-out hearings and 
court injunctions. 

In other states some voluntary rate 
cuts have been made by the utility 
companies, while the commissions 
have held out for larger reductions. 
Thus in Michigan, Detroit Edison 
was asked to cut rates about 3} per 
cent. It offered about half that 
amount as a “voluntary” cut and the 
commission has thus far been re- 
strained by court order from enforc- 
ing further reduction. In California 
some drastic cuts have been ordered 
recently and it remains to be seen 
whether the courts will support the 
commission. In Illinois down-state 
utilities were ordered to cut rates from 
10 to 15 per cent. The Insull compa- 
nies in Chicago met a commission re- 
quest for a 9 per cent cut with a vol- 
untary and temporary 3 per cent re- 


duction on July Ist. Formal hearings 
were started about October 25th by 
the commission as to permanent re- 
duction. 

Regarding local taxes, Maine voted 
down a special state tax on electricity, 
by popular referendum; and the at- 
tempt of New York city to impose a 
temporary 14 per cent tax on gross, 
in connection with bank credits, has 
been thus far held up in the courts. 


HE basic problem, that of the fair 

rate of return on plant invest- 
ment, has not yet been comprehensive- 
ly reviewed by the higher courts un- 
der the new conditions. Recent com- 
mission and court decisions, however, 
seem to recognize that the 8 per cent 
rate formerly allowed by the courts 
was somewhat over-liberal in the light 
of past events, and that 7 per cent or 
6 per cent is a fairer rate of return 
for well-established companies. This 
matter can hardly be definitely set- 
tled, however, unless our whole regu- 
latory system is changed, until the 
matter has been reviewed by the Su- 
preme Court. The whole theory of 
valuation, complicated as it now is by 
the present inflationary trends and the 
previous sharp decline in values, needs 
careful reappraisal. 


ig remains to be seen whether the 
power to fix new standards of reg- 
ulation will remain vested in the 
courts, or whether it will be assumed 
by the Federal administration. 

In any event, the first step toward 
clarifying the present situation would 
seem to be the unification of utility 
accounts, which could perhaps be ac- 
complished under the present powers 
of the Federal Trade Commission. 
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Endorses National Rate Board 


I VERY much enjoyed your article “WANT- 
ED—A National Rate Board” (By Fran- 
cis X. Welch. Pusric Utitities FortnicHt- 
ty, November 23, 1933, page 628), because 
after many years as a student of utility rates 
including some seven years practicing as a 
consultant in rate and cost analysis work for 
the industry, I have often recommended the 
organization of just such a board as you sug- 
gest. 

It is obvious that those of us who have con- 
tinued to dream of the need and potential 
value of a National Rate Board, have not 
yet solved the problems incident to putting our 
ideas into practical — 

V. S. Lerr ier, 
New York, N. Y. 


e 


What’s Wrong with Governor 
Pinchot? 


N the FortTNIGHTLY of December 21st there 

was an article by the governor of Penn- 
sylvania. It has been read with interest by 
many whose lives and fortunes are also de- 
voted to public service, though not of a 
political nature. 

Ordinarily the advocate of a public measure 
who is worthy of public confidence should 
present facts followed by argument leading 
to conclusions. Abuse, villification, vitupera- 
tion present no facts, constitute no argument, 
and afford no basis for conclusion. The 
character of the governor’s article may be left 
to the estimate of his readers. 

According to the governor’s judicial esti- 
mate all utilities are “robbers, pirates, and 
racketeers”; they have corrupted professors 
and students in schools and colleges; they 
have purchased Senators; they are guilty of 
bribery; they have caused the loss of money 
to those who invested with Insull. 

The governors “strong conviction” is that 
there are “no honest utilities’ but if per- 
chance there might be one it must also be 
condemned because generally speaking all 
utilities are dishonest; it is a utility; there- 
fore it must be dishonest. 

Webster defines a demagogue as a “poser 


OUT OF 
THE MAIL BAG 


in politics, especially one who panders to 
popular prejudice or seeks to inflame reason- 
less passions in the advancement of his per- 
sonal interests.” 


A MAJOR crime in the eyes of the governor 
is the writing up of values. Such a 
write-up if dishonest, if fictitious, if with 
fraudulent purpose, should be condemned and 
punished. However, a property unprofitable 
and decrepit, may be rehabilitated by honest 
methods and efficient management. From a 
showing of no earnings, by reasonable in- 
vestment of capital, and intelligence, it may 
be made to show a reasonable earning capac- 
ity. A thousand dollar investment earning 
nothing is less valuable than a same invest- 
ment showing 8 per cent net. Unearned in- 
crement is an element of value recognized 
by courts and moralists alike. It is said 
that the governor of Pennsylvania is not a 
pauper. Perchance a glance at his inventory 
may reveal some “write-up” and unearned in- 
crement therein. 

Demagogic propaganda against utilities is a 
weapon with which Mr. Pinchot is not un- 
familiar. It has not been withheld from 
professors and students. The stump, radio, 
the press have sounded with passionate de- 
nunciation, devoid of truth, defaming all 
utilities regardless of merit. In such manner 
have the utilities been indicted, tried, convict- 
ed, and condemned by self-appointed political 
prosecutors. Neither the railroads nor the 
country at large have profited thereby. In 
view of the results obtained it is questionable 
whether those responsible should view with 
pride the laurel wreaths with which they have 
crowned their noble brows. 

The nature of the “criminal propaganda” 
issued by the utilities in their belated and 
feeble defense and which the governor states 
is in repose in the archives of the Federal 
Trade Commission is not disclosed. Permit 
me to assert that when that evidence is laid 
before Congress the utility business at large 
will experience no alarm, nor will any Con- 
gressman be unduly shocked. 


HE governor spoke truly when he said 
that “utility hands were raised in horror 
when Mr. Insull’s watered empire crashed to 
earth.” That the Insull crash was a mere 
incident in the general crash which overtook 
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a crazy gambling nation does not detract from 
that statement. It is equally true that sena- 
torial hands have been raised in horror at the 
conduct of the Senator from the south, 
Gubernatorial hands, including those of the 
governor, from Pennsylvania, have failed to 
applaud the commendation of lynching as 
expressed by a brother of the guild from the 
west. Generalization such as that of Mr. 
Pinchot’s would condemn all Senators and 
all governors. That in endeavoring to de- 
stroy confidence in every American utility 
he is assailing the savings of ten million 
investors in their securities is of no concern 
to Mr. Pinchot. They all do not vote in 
his state. 

The governor makes suggestions: : 

It is said that holding companies have it 
in their power to commit grave offenses 
against their operating companies in the way 
of excessive charges for managerial service, 
financing, and in the looting of their treasur- 
ies. That may be entirely true. It is within 
the power of every man to commit murder. 
It may also be true that legislation is needed 
to prevent the commission of such offences. 
No honest utility will oppose such legislation. 
The regulation of holding companies is now 
a part of the pending legislative program. 
Such program, if reasonable, will meet with 
no resistance. 


W: may concede in the light of what has 
occurred during the past three years 
that the regulation of securities should be 
scrutinized by the government. Securities, 
however, are issued by businesses other than 
the utilities. Unreasonable regulation may so 
strangle legitimate business as to defeat the 
recovery program whose success is now so 
earnestly desired. States in the west already 
have such regulatory laws, Congress also has 
exercised its power. These bills when amend- 
ed so as to be made workable will meet 
with no business resistance. 

The governor feels that the burden of 
proof in any attempt on the part -of an 
electric company to obtain an increase in 
rates should rest on the utility. If the gov- 


ernor has any idea that it has ever rested 
elsewhere he is misinformed. Many years 
of practical experience leaves us with the 
conviction that not only does the utility have 
the burden but that it is an impossible burden. 
Rates usually are voluntarily reduced but they 
may be reduced by regulatory bodies and 
political blackmailers. They are seldom if 
ever raised by any power on earth. More 
fairness on the part of regulatory bodies in 
permitting an occasional increase in rates to 
meet an emergency might make reductions in 
rates less difficult as circumstances might 
warrant. 


T= governor closes the article with the 
threat that unless the utilities voluntarily 
ruin themselves the municipal ownership 
league will accomplish that desired end for 
them. There is nothing novel in this sug- 
gestion. It is not available for right. 
The decline in service, the unjust shifting of 
taxes, and the increase in rates which attend 
municipal operation is too well understood to 
warrant discussion. 

The operation companies in the middle west 
are managed by western men, by men of the 
same type as those who conduct every other 
successful enterprise. They are our neighbors 
and our friends. They are law-abiding and 
respectable. They codperate with governors 
and legislatures in the enactment of laws for 
their regulation and control. We have known 
them well, personally and intimately for many 
years. 

They are not the criminals described in 
the governor’s tirade. 

The wholesale branding of those men as 
criminals cannot be accepted in silence. The 
vitriolic libel of a business which, on_ the 
whole, is honestly conducted by one whose 
wrath has been aroused by defeated political 
ambitions cannot remain unchallenged. The 
American Utility appears, pleads “not guilty,” 
and demands a fair and impartial trial. With 
the verdict we shall rest content. 

—B. J. Price, 
President, Iowa Public 
Service Company. 








sey? may be well for us who are connected with the utilities to keep 
in mind and give heed to the fact that we also have obligations 
and duties. We can hardly expect or ask commissions to deal fairl 

and justly with us unless we deal fairly and justly with them and with 


the public.” 


—Cuartes E. Bennett, 


President, Binghamton Gas Works. 
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What Others Think 





The Left That Got Left 


HERE is a story told of an old 

Irishman who was tottering down 
Sackville street in Dublin early one 
morning when he was hailed by an 
excited friend of many years who 
told him the great news about former 
Premier Lloyd George’s final success in 
putting across the Free State treaty. 

“And so,” exclaimed the friend with 
pride, “ould Erin at last has the home 
rule for which Parnell, Grattan, and 
Daniel O’Connell fought all their lives. 
’Tis a great day for us to be livin’ 
in, Patrick!” 

“Whist!” cried the old man drawing 
back in amazed horror. “D’ye mean to 
stand there and be tellin’ me that there 
is nothing else for us to fight the 
English for, a-tall, a-tall ?” 

“Divil a thing else, Patrick,” replied 
the friend. 

“Arragh!” hissed the old man shak- 
ing his head with a mixed feeling of 
disconsolation and disgust. “Now ain’t 
that jist like the dhirty English!” 

The Progressives in the United States 
Senate feel themselves pretty much in 
the same position as old Paddy. A 
lifetime habit of conflict leaves them 
bewildered when they find their chief 
aims accomplished and little else to fight 
about. The New Republic tells the 
story of these Thunder Birds who have 
lost their thunder because President 
Roosevelt has stolen it from them. 
What is their next move? Where are 
they to turn? At a recent secret lodge 
of sorrow in Chicago, this glorious band 
of rebels, that was once proud to wear 
an epithet hurled at them by an angry 
conservative opponent who has since 
met political death—“Sons of Wild 
Jackasses,” took inventory of their po- 
litical fortunes. The result would seem 
a complete refutation of that old adage 
“nothing succeeds like success.” 


I“ this instance success of their pro- 
grams threatens political extinction 
to the champions. They cannot now go 
back to the Republican party of Mr. 
Hoover and Ogden Mills and even if 
they tried, the present Republican party 
leadership would give them little aid in 
their forthcoming political campaign. 
Should they go over to the Democrats 
lock, stock, and barrel? Shall they 
“lead a probably hopeless third-party 
movement out into the desert, there to 
starve to death as so many other third- 
party movements have done before?” 
Is there a chance of hooking themselves 
up with, or cooking up, a new radical 
movement much farther to the Left 
than most have so far been willing to 
go? The New Republic states: 


“Some of these questions were answered, 
at least tentatively, at a recent conference 
of progressive leaders at Chicago, attended 
by such well-known figures as the La- 
Follette brothers of Wisconsin, Senator 
Cutting of New Mexico, and a number of 
other leaders from Iowa, Minnesota, North 
Dakota, Idaho, etc. At the time it was held, 
this meeting was not reported in the press. 
Since then, however, enough has been dis- 
closed to indicate that it was significant. 

“Perhaps the most striking thing de- 
veloped at the conference is the attitude of 
the Progressives who attended it toward 
President Roosevelt and the New Deal. 
They do not believe the President’s meas- 
ures will be sufficiently drastic to get the 
country out of this depression and keep it 
out of the next one. They are, of course, 
in sympathy with many ideas of the liberal 
wing of the administration; their pessimism 
is based on the fact that they do not feel 
that the President will adopt these ideas 
soon enough or completely enough to attain 
the all-important objective of greatly in- 
creased purchasing power among the mass- 
es of the American people.” 


TILITy regulators and operators 
will be interested to learn from 
the authoritative pages of the New Re- 
public that there was a “strong senti- 
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ment” among those senatorial warriors 
at Chicago to cut loose from the ad- 
ministration. True, Mr. Roosevelt is 
already far enough to the Left in the 
eyes of the public so that his strongest 
opposition, if any, will come from the 
Right. Furthermore, excluding the 
orthodox Socialists and Communists as 
practical nonentities in American parti- 
san politics, there is left to the Left of 
Mr. Roosevelt only a narrow strip of 
territory. The New Republic contin- 
ues: 

“It is interesting to know, on the basis 
of the Chicago conference, that many of the 
important progressive leaders nevertheless 
intend to take their stand in that narrow 
strip. They are prepared to stick to their 
principles even if—ultimate horror to most 
politicians—it means at least temporary re- 
tirement from office. There was a strong 
sentiment among them, for example, in 
favor of demanding immediate and complete 
public ownership and operation of the bank- 
ing system—a demand which most political 
experts say would cut them off from any 
sympathetic hearing among admirers of the 
New Deal. There was, similarly, a demand 
for the nationalization of all public utilities, 
and some of those present would define 
‘utilities’ as including all the common neces- 
sities of life. It will be argued that such 
an attitude logically puts these gentlemen 
into the Socialist ranks; to which the an- 
swer is, that these are practical politicians, 
who believe that the word socialism has a 
fatal aroma in American nostrils, and that 
if they once got this odor into their clothes, 
they would be sent into the wilderness for- 
ever. What we may see, therefore, is a 
succession of politically important figures 
in the Middle West and Far West who are 
likely next November deliberately to invite 
the lightning to strike, with the expectation 
that even though it does, they will rise, 
well-preserved corpses, from the grave in 
936 .. or ’38 or *40.” 


oo editor of the New York Times, 
upon reading the foregoing pass- 
age in the New Republic was inclined 
to be cynical about the possibility of 
such an unusual spectacle of American 
Senators deliberately rushing into po- 
litical martyrdom—particularly at a 
time when there does not seem much 
point or reason in being a martyr about 
anything, unless the martyrs wish to 
protest against being given about every- 
thing they have asked for these many 
years. The Times editorial stated: 


“Some sages would number the neces- 
saries of life among the public utilities to 
be nationalized. So in program these Pro- 
gressives would seem to be Socialists rather 
than Progressives. ‘Many of the important 
Progressive leaders,’ we are told, are re- 
solved to take a step which implies altruism, 
heroism, readiness for political death. The 
terms of Senator Johnson, Senator LaFol- 
lette, Senator Cutting end in 1935. If they 
stick to Mr. Roosevelt and follow him in 
the main, he may be good enough to lend 
them a helping hand and forbid Chairman 
Farley to put up Democratic candidates 
against them. From the regular Republican 
organizations in their states they can’t ex- 
pect anything but a kick. Progressive Re- 
publican Representatives in Congress will 
be in an even more precious pickle. There 
will be no rescue for them if their own 
districts turn on them. Perhaps the Pro- 
gressive chiefs pine to ‘immolate’ them- 
selves. An unfeeling country will not be- 
lieve in the sacrifice until it comes off. 

“The New Republic’s tale is really too 
beautiful to be true. Nor is its probability 
bolstered up by the statement that ‘one 
obvious possibility is, of course, that during 
the next few years Middle West progres- 
sivism may take on some of the habiliments 
of American fascism.’ 

“Miles Reno as Mussolini? The concep- 
tion is grand, but not filling. Let us rather 
dream of Hiram Johnson, regressive no 
more, molding himself into an American 
Sir Stafford Cripps. At any rate, the Pro- 
gressives will belong to the Badly Left if 
they let go their hold on Mr. Roosevelt’s 
coat tails.” 


o those who believe that President 
Roosevelt has already gone far on 
the road to state Socialism, it might be 
well to listen to the words of criticism 
of the New Deal issued by the chief 
spokesman of the Socialist party, Nor- 
man Thomas. Unlike the Progressives 
who hied themselves to the Chicago con- 
ference to ask themselves like so many 
Hamlets “to be or not to be,” Mr. 
Thomas leaves no doubt that he is 
against the whole kit and caboodle 
of the Democratic administration. Fur- 
thermore, as the unquestioned owner of 
the official Socialist political label for 
more than two decades, the party of 
Mr. Thomas resents the Democrats or 
the Progressives infringing on its trade 
name without paying regular party 
dues. 
Mr. Thomas picks flaws with practi- 
cally every important enactment of the 
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New Deal so far. He feels that the 
President has approached the problem 
of relieving the farmers’ burden of 
debt in the wrong manner. Instead of 
inflation, which only makes the salaried 
city worker’s lot harder, a direct scaling 
down of debts should be made, accord- 
ing to the official Socialists. 

The NRA is accused of promulgating 
slave wages in many industries and of 
failing to solve any appreciable portion 
of the unemployment problem. The 
President is accused of muffing a his- 
toric opportunity by failing to utilize 
the chance afforded by the March, 1933, 
bank crash to nationalize banking. 

The Public Works Administration 
and relief agencies of the New Deal are 
pictured as not only being altogether 
inadequate to relieve the misery of un- 
employment, destitution, and downright 
human distress, but also as rather silly 
in attempting to turn back the clock of 
history by sponsoring a “made work” 
program and deliberately encouraging 
presently inefficient construction meth- 
= instead of giving the poor outright 

oles. 


TILITY operators, of course, know 

where they will head in if Mr. 
Thomas and his party ever get into 
power. Strangely enough the Socialists 
do not stress mere government owner- 
ship of public utilities. They want 
whole hog or nothing. All basic in- 
dustries should be nationalized. Only 
banking, the railroads, and coal mines 
come in for special attention in Mr. 
Thomas’ indictment of the New Deal. 
He believes that they, together with 
“idle factories,” ought to be taken over 
as soon as possible by the government. 
On the railroad problem Mr. Thomas 
says: 

“Instead of acquiring the railroads at a 
bargain price, Roosevelt’s’ codrdinator is 
trying to bring them back to a condition 
where they will pay some profit to their 
owners. As this pamphlet is published, 
railroad profits have reached their former 
level and the stockholders are certain of 
their dividends. But no amount of codrdi- 
nation by any Federal codrdinator will en- 
able these railroads to pay decent wages to 
their employees and at the same time to 


continue to pay dividends and interest to 
the parasites who own railway stocks and 
railway bonds, and here is the real problem, 
as yet untouched.” 


HE “redistribution of wealth” pro- 

gram of the Socialists is very in- 
teresting. Mr. Thomas says on this 
point : 

“In general there has been little direct 
attack on the all important question of the 
redistribution of the national income. No 
program of social insurance has been adopt- 
ed such as has mitigated England’s woes. 
There is no adequate program of direct 
money allowance to those unemployed 
through no fault of their own. The fact 
has not been faced that there is no way of 
creating spending power for the masses 
while the classes remain in almost un- 
disturbed possession of profits, rent, and in- 
terest. There has not even been a resort 
to adequate income and inheritance taxes 
to partially redress this evil. While sheer 
incapacity to pay has somewhat reduced 
profits and rents, the burden of our total 
indebtedness continues and is even in- 
creased. The debt of the Federal govern- 
ment will soon pass its World War maxi- 
mum and the administration which some 
falsely accuse of Socialism has turned a 
deaf ear to our insistent argument that the 
most equitable and satisfactory way of re- 
ducing this crushing burden is by a care- 
fully worked out capital levy; that is a 
tax not on the income of the capitalists, 
but a levy of a certain per cent on the 
capital itself.” 


UCH a program once attempted 

would probably debase the currency 
even more than the inflation which is 
already on the way. Such being the 
case it is difficult to see just how the 
government could carry out this sug- 
gested capital levy. Since there would 
be little profit in taxing valueless cur- 
rency in the hands of the rich there 
would be nothing else to levy on except 
their tangible property. It is hard to 
understand just what point there would 
be in having the government load up on 
a lot of real estate and idle factories 
from which it could derive no profit in 
operation. Wouldn’t it be something 
like killing the goose that seems to be 
having difficulty laying any golden eggs 
at all these days? For those who do 
not grasp quickly the meaning of capi- 
tal levy, may we suggest a more old- 
fashioned word that is rarely heard 
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(Coypright, 1933, for the Daily Sites 


A FINE TIME FOR OUR ECONOMIC DOCTORS TO DISAGREE 


these days outside of the classrooms of 
our law schools. We used to call it 
“confiscation.” 


UMMING up the whole picture, it 
would appear that the Progressives, 

as a political group, have arrived at that 
climax of success which doomed to ex- 
tinction the saber-toothed tiger of an- 


cient California jungles who was so 
successful that there was no game left 
for him to fight. So he died of starva- 
tion and his petrified remains can be 
seen today at Ranch La Brea as a grim 
reminder of the futility of perfection. 
A terrible but logical fate—his path of 
glory led but to the grave. The Social- 
ists on the other hand are up and com- 
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ing; their future is not yet behind them. 
There are plenty of things which they 
want to fight about. Comrade Thomas 
may at least rejoice at this healthy state 
of affairs in his body politic. Curse that 
day that sees no foe for Sparta! 


Tue Progressives’ Diremma. Editorial. The 
New Republic. January 17, 1934. 


Dazep Procressives. Editorial. The New 


York Times. January 12, 1934. 
Tue New Dear. A Socialist’s Analysis. By 





“The Neglected Cause of Ten Million 
Utility Investors” 


ke appears that investors are becoming 
“acutely conscious” of the difficul- 
ties being faced by the privately owned 
public service utilities. At least, as re- 
ported in our “March of Events,” some 
of the more apprehensive owners of 
utility securities have enlisted in the 
present economic war and have joined 
the popular alphabet parade under the 
colors of the AFUII—the American 
Federation of Utility Investors, In- 
corporated, with company headquarters 
in Chicago. There are also reports of 
mobilization of utility investors out in 
the far west. But more about these 
organization details later. For the mo- 
ment, let us glance at the general situa- 
tion. 


| three years the utility securities 
owner has observed with more or 
less concern the drooping curve of util- 
ity revenues, although utility invest- 
ments weathered the storm compara- 
tively well until the event of the New 
Deal. In the New Deal the utilities, 
unfortunately for the utility securities 
owner and others concerned, received 
a poor hand, comprising, as it did, legis- 
lation which: 

(1) increased operating costs and 
taxes ; 

(2) put the Federal government in 
the power business; 

(3) encouraged municipal owner- 
ship agitation by making available, at 
low costs, public funds for construc- 
tion of city-owned plants. 

All of which, as might be expected, 
adversely affected the quoted value of 


Norman Thomas. Chicago, Ill. December 
15, 1933. 
utility investments and, naturally, 


caused no little concern to utility inves- 
tors. Moreover, a widespread demand 
for rate reductions at this time did 
not improve the position of the utility 
issues. As a result the utility securities 
owner has witnessed, during the last 
year, an extremely disappointing mark- 
et action on all utility issues except 
the highest grade first mortgage bonds, 
according to The Financial World, 
which comments on this situation as 
follows: 

“During the year 1933, all stocks, other 
than utilities, listed on the New York Stock 
Exchange, enjoyed an appreciation in mark- 
et value equal to 63 per cent. The 67 
electric and gas utility issues listed on 
that exchange, however, were in the aggre- 
gate $1.1 billion lower at the year end 
than on January Ist, representing a decline 
for the year of approximately 30 per cent.” 


_—- some will not blame the 
securities owner if he no longer 
limits his interest in “his” company to 
clipping coupons or expectantly awaiting 
dividend checks, or occasionally signing 
a proxy. Probably others will say that 
now is mot the time for all good in- 
vestors to come to the aid of their 
company. 

Certainly, such political measures as 
mentioned in the foregoing are not such 
as to inspire confidence of the investors 
in utility securities, especially in view 
of the fact that the closing months of 
the last year saw the largest total bond 
defaults ever recorded against the util- 
ity industry, while many companies 
were forced to pass their dividends for 
the first time in their history. 
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But the securities owner might find 
some consolation in the contention that 
the utilities themselves sustained littie 
fundamental damage and that on the 
basis of intrinsic value, the electric util- 
ities are entitled at present to a higher 
market appraisal. In support of this 
opinion, The Financial World, in the 
article previously quoted, says: 


“The statement that the utilities were not 
materially injured by the antiutility politi- 
cal measures of last year is supported by 
the fact that output of electrical energy 
last year recorded a gain of 4 per cent 
over the previous year, by the pronounced 
increase in revenues and profits of the 
larger number of operating companies and 
by the substantial improvement in financial 
condition of nearly all companies. Al- 
though this latter development was accom- 
plished at the expense of common and 
preferred stockholders, the long-range 
effect should be constructive and in the 
stockholders’ best interests. 

“Thus a purely statistical survey of the 
electric power and light industry for the 
past year supports the conclusion that on 
the basis of intrinsic value the shares of 
electric utility companies are entitled to 
higher market appraisals today than a year 
ago. But other factors demand recognition, 
the most important of which have to do di- 
rectly or indirectly with the public’s attitude 
toward the right of private enterprise to do 
business in this field and at a fair profit. 
If ultimate public ownership of this busi- 
ness is to result from the ‘drive’ against the 
utilities, no statistical incentive could jus- 
tify a position in the shares of these com- 
panies. On the other hand, if the recent 
demonstration against the utilities can be 
interpreted as a mere ‘spanking’ for past 
derelictions and a warning against recur- 
rences, and that the series of punishments 
has run its course, then some optimism 
concerning the future outlook would seem 
warranted.” 


uT to return to the recruit in the 

alphabet parade. We are told that 
it is the purpose of the AFUII to pre- 
vent the destruction of the values of 
public utility securities. This purpose 
is further enlarged upon in a printed 
announcement issued by the Federation 
as follows: 


“It does not matter if the destructive 
forces be set in motion by an act of govern- 
ment—Federal, state, or municipal—or by 
the acts of unscrupulous financiers and 
managers who have brought some of the 
units of the utility industry into disrepute. 


Every force that endangers the fair value 
of public utility securities will be vigorously 
opposed. 

“Its purpose is to bring the case for 
utility investors before the court of Ameri- 
can public opinion where precedent has 
shown that a just cause will always receive 
fair and equitable treatment. 

“Its purpose is to secure fair and just 
consideration from political bodies for the 
owners of an industry that has contributed 
much to the development of this country.” 


ust how far the AFUII is to do its 

part is not exactly clear. However, 
one must consider that it claims to have 
10,000,000 persons on its prospective 
membership roll, not to mention utility 
employees and others affected either 
directly or indirectly by the prosperity 
of the public utility industry. It would 
seem that such an organization would 
have considerable influence if it could 
speak for only a small percentage of its 
potential membership. In the language 
of the politician, such a group would 
represent “a lot of votes.” And, inas- 
much as the part to be done by the 
AFUII chiefly concerns the “prevailing 
political attitude” toward the utilities, 
it might be considered that a lot of votes 
would be a most important asset of the 
Federation. 

However that may be, the effort of 
the utility securities owners to organize 
to protect their interests appears to be 
spreading. Out in the golden west, or 
more specifically over in the Wenatchee 
valley, according to the Seattle Daily 
Times, security owners also have organ- 
ized in defense of their investments in 
public utilities. 


Tis theory, according to the Times, 
is that their investments make 
them “acutely conscious” of all efforts 
to load unwarranted burdens on pri- 
vately owned corporations supplying 
various services to people of Washing- 
ton. Expressing surprise that such a 
move had not been started earlier the 
Times’ editorial continues : 


“Customarily, in all discussion of these 
(utility) companies only two interests are 
considered—those of the public served and 
those of the state, which exercises control 
over rates, imposes and collects taxes, and, 
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at times, becomes obsessed with a mania 
for regulation that threatens the very exist- 
ence of the utilities. Yet there is a third 
important factor in the calculation, repre- 
sented by the men and women who had 
the courage to furnish the money to create 
these enterprises and who stand to lose 
their investments should theorists wreck 
the concerns. 

“In a way, these investors are comparable 
with the great ‘middle class’ in this coun- 
try, which constitutes the balance wheel in 
government, does a great part of the work 
calling for technical skill or training, pays 
so large a proportion of the taxes and 
which usually is almost inarticulate politi- 
cally. Maybe the Wenatchee movement is 
a sign this element in the population is 


“With sane and constructive state regula- 
tion, there can be no quarrel. But political 
opportunism now appears in many places 
to be taking precedence over considerations 
of fairness and justice to the owners of 
utility securities, and to the public utility 
industry itself. 

“The effect of these tendencies is to de- 
press unfairly the net income—and conse- 
quently the market value of the stocks and 
bonds—of the utility industry. 

“What can be done about it? The an- 
swer is that much can be done if public 
utility investors unite to protect their in- 
terests.” 


N the meantime, what about the 
progress of the utilities themselves? 


—s up. If har it cannot fail ——— Recent events seem to offer some faint 
See eee oe a SS hope that the cycle of antiutility, legis- 


nation, state, and locality.” 


lation is nearing completion. At least, 


cent article in The Financial World, 


b foninay or not this is the best ap- this is the opinion expressed in the re- 


proach to “the neglected cause of 
ten million public utility investors” is, 
of course, a matter of opinion. It may 
be contended by some that the utility 
securities owner would find his effort 
to stabilize his utility investment most 
effective if it were directed through 
established channels. The Jndianapolis 
News, for instance, in a recent editorial 
states in part: 


“The utility investor is entitled to that 
share of his investment which actually went 
into the property as useful and used in 
the production of the service for which 
the patron pays. The state is obligated 
under the law to see that he gets a reason- 
able return on his investment. It pre- 
serves a monopoly for him. If he specu- 
lated on that basis, he relied on a regulating 
commission failing to do its duty. The 
best friend that the utility investor has at 
this time is the champion of fair valuations 
and fair rates. This alone will stabilize 
his investment.” 


OWEVER, the AFUII makes it clear 

that it has no quarrel with sane 

and constructive state regulation. Its 

announcement covering this point fol- 
lows: . 

“It should be remembered that the public 

utility industry generally has been under 


state regulation since its important develop- 
ment started. It was under such regulation 


previously referred to, which says: 


“Despite the great power to do injury to 
the private utilities which is held by the 
PWA, no more than $25 millions of its 
$3.3 billions have been allocated for com- 
peting utility plants. That hardy thorn 
in the side of the utilities, the TVA, has 
lately assumed the rdle of a friendly col- 
league rather than a cut-throat competitor 
in agreeing to purchase and lease private 
power facilities in the Muscle Shoals area 
instead of constructing duplicate facilities. 
A few days ago President Roosevelt voiced 
an opinion embracing railroad and utility 
financial policy which warrants highly con- 
structive interpretation as it is the first 
definite: indication we have had since Sep- 
tember, 1932, that he has not been won over 
to the public ownership idea. There like- 
wise appears to be some mitigation of rate 
agitation in various sections of the country 
and also the ardor of many municipalities 
appears to have perceptibly cooled toward 
the municipal ownership idea.” 


—E. S. B. 


Tue Execrric Utmirres—WuHat Invest- 


MENT Potitcy Now? The Financial World. 
January 24, 1934. 


Urtimity Investors. Editorial. Indianapolis 


(Ind.) News. January 16, 1934. 


Tue NEGLEcTED CAUSE OF TEN MILLION Pus- 


tic Utitiry Investors. By American Fed- 
— of Utility Investors, Inc. January, 


when the owners of public utility securities Turis Is InrTerestinc. Editorial. Seattle 


invested their money in them. 


(Wash.) Daily Times. January 15, 1934. 
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Why Does the President Want Utilities 
to Start Sinking Funds? 


Een a few weeks ago, this review- 
er, who has no familiarity with 
the precise terminology of professional 
accountancy, used to use the term “de- 
preciation reserve” freely as indicating 
a special fund in which money was 
kept for use in replacing depreciated 
property. About that time a friend, 
who is entitled to write C.P.A. after 
his signature, gave this reviewer a good 
scolding for using the phrase “depre- 
ciation reserve fund.” 

“There isn’t any such animal. There 
can’t be,” said the C.P.A. 

“Why not?” 

“Because it is a contradiction of 
terms. A ‘fund’ is an asset. A ‘re- 
serve’ is a liability. They must be 
written up on opposite sides of the 
ledger.” 

“So what ?” was our irreverent reply 
—still convinced that a reserve was a 
place, something like a deposit box, 
where funds are kept for some purpose 
or another. 


HE C.P.A. patiently took us in 

hand and after extensive drilling 
finally convinced us of a necessary dis- 
tinction that is perhaps confusing to 
other laymen. It is necessary, how- 
ever, to understand this distinction be- 
tween a “fund” and a “reserve” in or- 
der to grasp the full import of Presi- 
dent Roosevelt’s recent suggestion as to 
the general desirability of sinking 
funds to retire the bonds of railroads 
and other public utilities. Mr. Bernard 
Kilgore, writing for the Wall Street 
Journal on this subject, goes to some 
pains to make clear this distinction. He 
stated : 

“The sinking fund, being an asset, is 
accumulated out of the profits of the cor- 
poration. As it grows, the surplus ac- 
count on the liability side—representing the 
stockholders’ equity in addition to the stat- 
ed value of their stock—has to grow too 
to keep the balance sheet balanced. But in 
order to prevent confusion or the improper 


declaration of dividends out of working 
capital it is often considered wise to set 


apart enough surplus to equal the sinking- 
fund assets. Such a segregated surplus 
would be called a sinking-fund reserve. 

“If the reader is hopelessly lost by this 
time, perhaps a hypothetical example will 
set him straight. Suppose the balance 
sheet of X corporation looked like this at 
the end of 1920: 

Assets Liabilities 


Plant, etc. ... $100,000 Bente (due 1940) $30, 000 
Current assets 20,000 Stoc 


——— as surplus . te 10°000 
Total assets .. $120,000 Secoas liabilities 10°000 


Total liabilities $120,000 


“Then suppose that during the following 
twenty years it accumulated a sinking fund 
to pay off its bonds. Just before the bonds 
> regaee the balance sheet might look like 
this: 


Assets Liabilities 
Plant, etc. ... $100,000 Bonds ......... $50,000 
Current assets 20.000 Stock ........-. 50,000 


Sinking fund 50,000 Earned surplus.. 10, "000 
Current liabilities 10, ‘000 
Total assets .. $170,000 Sinking-fund re- 

SOTVE ccccccce 50,000 


Total liabilities $170,000 


“Then the bonds could be paid off and 
the statement would show: 


Assets Liabilities 


Plant, etc. ... $100,000 Stock .........-. $50,000 
Current assets 20,000 Earned surplus... 60,000 

Current liabilities 10,000 
Total assets .. $120,000 


Total liabilities $120,000 


“Notice this: The item of ‘sinking-fund 
reserve’ went into ‘earned surplus’ when 
the sinking fund and the bonds both disap- 
peared. This is just one method of giving 
the stockholder credit for the fact that he 
has, by ploughing back earnings in the busi- 
ness, supplanted the bondholder as_ the 
source of a $50,000 investment.” 








sipE from sacrifices in dividends 

which many utility stockholders 
would have to make to start up sink- 
ing funds under present revenue con- 
ditions, there is another feature of the 
plan that may prove objectionable to 
them. After funded securities have 
been extinguished through such sink- 
ing funds established out of stockhold- 
ers earnings, it will be readily seen that 
although the value of the investment 
would remain unchanged, the identity 
of the investor would change material- 
ly, since the shareholders would sup- 
plant the bondholders by buying out the 
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latter’s equities. These shareholders 
would be entitled to have the value of 
their holdings proportionately written 
up. There may be a grave temptation, 
however, to regulatory bodies to sug- 
gest that it was the ratepayer who paid 
(in whole or in part) for the funded 
debt extinguishment and that the value 
of the rate base should be proportion- 
ately written down. 


ERE is another interesting specula- 

tion about the President’s move 
that passed around Washington. By 
the traditional 50-50 financing through 
bonds and stocks, utilities and carriers 
have been able to do business with both 
the conservative and speculative inves- 
tor groups. Thus bonds have become 
a favorite repository for the gilt-edge 
or “safe” money of the widow and or- 
phan variety as well as insurance com- 
panies. Is it the protection of this in- 
vesting group that President Roosevelt 
is really after? Again, it is well known 
that a fat fraction of the “safe” money 
would be chased out into the open mon- 
ey market through bond retirements in 
future years if the sinking-fund plan 
were adopted. And even before matu- 
rity for such bonds, utilities and car- 
riers would have to find an equally safe 
investment (yielding a net return ap- 
proaching their fixed charges) for their 
sinking funds, or there would be no 
point in establishing them. Where 
would they find such securities, espe- 
cially since they could no longer invest 
in each other’s funded securities? Is 
the President trying to kill two birds 
with one stone by thus “forcing” a mar- 
ket for government securities, as well 
as for bonds of preferred nonutility 
industries? This seems a far-fetched 
interpretation but it has been repeated 
seriously in brokerage offices. 

The sinking-fund plan, if properly 
applied, would scale down the funded 
indebtedness of utilities by retirements 
of bonds and preferred stock through 
the sinking fund without further re- 
funding. The investment would, as we 
have already seen, become more and 
more concentrated in stockholders who 


would ultimately own the properties 
free of the burden of fixed charges or 
funded indebtedness. This would un- 
doubtedly place the utilities in a sound- 
er financial position, making their earn- 
ing requirements more flexible and 
eliminating the danger of receivership 
during foul financial weather. 


Br of the heavy insurance 
company investment in both car- 
riers and utilities, and other obvious 
reasons, the danger of receivership for 
both, resulting from the drain of fund- 
ed obligations, worries the administra- 
tion. Of course, depressions, such as 
those of the seventies and nineties, have 
always resulted in deflationary reorgan- 
ization of capital structures, but the fi- 
nancial situation of these two groups 
several months ago was unprecedented 
in dangerous possibilities. Continued 
depressed earnings, it is admitted, 
would have sent most leading railroad 
companies into receivership and mount- 
ing bond defaults would have driven 
utilities there also ultimately. The sit- 
uation is now somewhat relieved. But 
President Roosevelt wants to avoid 
such situations in the future. Utility 
stockholders freed of funded debt 
through sinking-fund retirements could 
coast through any depression by mere- 
ly foregoing dividends. 

It would be something new in Amer- 
ican financing of such enterprises. In 
the past carriers and utilities could not 
finance themselves during hard times 
except through funded securities and 
did not want to do so in any other way 
during boom times because they could 
then use money thus borrowed at rela- 
tively low interest rates to produce a 
substantial margin of income through 
operating revenues. 


N™: of the President’s remarks 
were received by utility bond- 
holders and stockholders alike with 
great enthusiasm. It marked, as one 
Washington observer stated, “the first 
tangible evidence of any reversal or 
modification by the present administra- 
tion of what had previously been a dis- 
tinctly hostile attitude towards private 
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utilities.” The cause for rejoicing was, 
of course, the implied belief of the 
President that rail and utility rates 
ought to be high enough to accumulate 
a surplus sufficient to start such sinking 
funds. The United States News stat- 
ed: 

“In the opinion of Mr. Roosevelt, rail- 
road and other utility rates should be high 
enough to permit these enterprises to set 
aside money so that they gradually can pay 
off their bonds. But he would expect that, 
rather than any rate increases to provide 
this money, utility rates simply might not 
be reduced so far as otherwise might be 
the case. : ; 

“These observations from the White 
House attracted immediate attention in fi- 
nancial circles. They were interpreted as 
reflecting the President’s opinion that bond- 
holders in legitimate utility enterprises 
should be protected. 

“If this program were carried out, it 
would strengthen the position of banks and 
insurance companies which now hold huge 
quantities of rail and electric utility bonds.” 


The President’s comments were oc- 
casioned by an observation contained in 
an annual report of the I. C. C. This 
prompts the warning that the President 
and the national administration have 
little or no authority to carry the sink- 
ing fund into effect. In the first place 
the Federal government has very little 
substantial regulatory control over util- 
ities, other than rail carriers. Again 
even if it had the jurisdiction, it is ex- 
ceedingly doubtful if such sinking fund 
financing could be validly forced upon 
utilities against their will. The new 
practice would have to grow out of vol- 
untary cooperation. 


ge Indianapolis (Ind.) News, 
while admitting editorially that 
there was much to commend the plan 
of cutting down heavy funded indebted- 
ness, warns us that it would be danger- 
ous to foreclose the availability of bond 
issues to utilities absolutely. The News 
stated : 

“Tf the proposed plan is carried to a de- 
cision, the government will have to make 
ample provision for issuing new bonds 
when safety demands it. The established 
utility without the privilege of issuing 
bonds to finance development forced by an 
improvement open to a competitor will 
prove costly to its patrons. The debt po- 
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sition should be subject to emergency reg- 
ulation. In fact, while an excess of bond- 
ed indebtedness may be burdensome or even 
perilous, it can hardly be worse than a de- 
nial of new money under some conditions. 
A start can be made, but basing a definite 
policy on what is likely to happen to utili- 
ties within the next fifty years is little more 
than an adventure in conjecture.” 


That the lowering of funded indebt- 
edness may make possible more rate re- 
ductions was another point made by the 
News editorial : 


“Utility indebtedness to bondholders is a 
powerful ally in campaigns for larger prof- 
its. In recent years the pleas of the rail- 
roads for higher rates and government 
loans have been based to no small extent 
on their contention that their bondholders 
must be protected as a matter of public 
policy. They speak of the obligations as 
primary investments on the stability of 
which insurance reserves, educational and 
charitable endowments, and similar funds 
rest. The bondholder often stands between 
incompetent management and good public 
regulation.” 


ee Dallas (Tex.) Morning News, 
on the other hand, points out that 
for the immediate present, adequate 
utility revenues must be made available 
before some utilities will be able to set 
up sinking funds: 


“Sinking funds to amortize the principal 
of debt obligations cannot be provided, 
however, without adequate income from 
which to set them up. Payment into the 
sinking funds should precede stock divi- 
dends as a matter both of business and 
fairness to the creditors, although divi- 
dends have lessened or disappeared during 
the recent era of falling railroad receipts. 
The upturn in the latter part of 1933 is a 
hopeful sign for rail earnings. Certainly 
the time to make the fiscal structure of the 
transport system sound is the present, when 
government finance forms so large a part 
of the whole as to give the Nation a pow- 


erful lever.” —F, X. W. 


Uriuity, Ram Sinxinc Funps Raise Query 
AS TO WHETHER PuBLic oR STOCKHOLDERS 
Pay orr Bonps. By Bernard Kilgore. The 
Wall Street Journal. January 12, 1934. 

Sinxinc Funp PLan For RETIREMENT OF 
Bonps or Utirities. United States News. 
January 15, 1934. 

Urmity Dests. Editorial. IJndianapolis 
(Ind.) News. January 12, 1934. 


Rai Sinxrinc Funps. Editorial. Dallas 
(Tex.) Morning News. January 12, 1934. 














The March of Events 





Favors Waterways Plan 


TRONG endorsement of an adequate pro- 

gram of waterway development through- 
out the United States has been given by the 
National Rivers and Harbors Congress as 
President Roosevelt prepared to send to the 
House and Senate a message embodying his 
idea of a chain of public power projects 
stretching across the country. 

The executive's message, which was form- 
ally requested by the Senate when it adopted 
a resolution by Senator Norris, Progressive 
Republican of Nebraska, already has been 
sketched in rough form at the White House. 
It will afford the President an opportunity to 
address himself to Congress on the subject 
of waterways and also gives rise to the 
possibility he would be given the chance by 
Congress itself to speak again, in even 
stronger terms, for ratification of the St. 
Lawrence seaway pact. 

The Rivers and Harbors Congress, in en- 
dorsing adequate waterway development, re- 
iterated its stand with respect to flood control 
and waterway projects. 

The President’s program is expected to 
blend seventeen years of work and the results 
of almost 300 surveys into a vast national 


flood control plan, which includes many 
power projects in various sections of the 


country. 
-” 


Regulatory Proposals Made 


HE decision as to whether the Federal 

government should extend its regulatory 
authority along three new avenues has been 
put to Congress. The proposals involve: 
Federal regulation of the securities ex- 
changes; the merger of all communication 
systems into a privately owned monopoly 
under government control; and government 
control over power holding companies and 
affiliated service concerns. 

The securities exchanges and the communi- 
cation systems were dealt with in reports of 
the findings of interdepartmental committees 
appointed by President Roosevelt. They were 
submitted to Congress “merely for the in- 
formation and consideration of the commit- 
tees, and not as recommendations.” On the 
other hand, in dealing with holding and 
service companies, the Federal Power Com- 
mission, sending its annual report to Con- 
gress, openly recommended government con- 
trol. 


California 


Fight Commission Order 


HARGES that the railroad commission com- 
pletely reversed its former policies in 
fixing a rate base on which the $2,100,000 
annual gas rate reduction was ordered last 
November, were made recently by the attor- 
ney for the Pacific Gas and Electric Company, 


e 


in asking a 3-judge Federal court for an 
interlocutory injunction. 

The utility seeks to have the commission 
restrained from enforcing the order pending 
hearing by the Federal court of the testimony 
given before the commission and a decision 
on the merits of the railroad commission’s 
decision. 


Conneéticut 


Ask for Rate Reduction 


A PETITION requesting a public hearing on 
rate reductions of the Danbury and 
Bethel Gas and Electric Light Company has 
been signed by twenty-five representative 
residents of Danbury and Bethel and filed 
with the public utilities commission. The 
petitioners claim that gas and electric rates 
are unreasonable and excessive. 


According to the Bridgeport Herald, the 
ratepayers in Danbury have been contesting 
the high rates of the gas and electric com- 
pany for some time, but have been unsuccess- 
ful in attempts to force the company to re- 
duce its rates. Attorney Heyman, who drew 
up the petition, has been one of the leaders 
in the movement. Codperating with him are 
representatives of the Danbury taxpayers’ 
league and city councilmen. 
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Florida 


Old Rate in Effect 


winc to NRA code provisions and higher 
taxes, the Tampa Gas Company has an- 
nounced that it had been found necessary to 
restore February Ist rates in effect December 
31, 1932, with modifications to meet present 
conditions. 
Rates were voluntarily reduced by the com- 


e 


pany January 1, 1933, to give the public the 
advantage of savings in low prices of ma- 
terials which prevailed at that time. In recent 
months, however, the cost of operation has 
advanced. 

There is no change in the minimum do- 
mestic rate for customers using 1,000 cubic 
feet of gas, but a slight increase per thousand 
over that amount. 


' Georgia 


Power Hearing Continued 


HE hearing on rates of the Georgia 
Power and Light Company was recessed 

in Atlanta on January 29th, but was expected 
to be continued in Valdosta several days later. 
The Georgia Power and Light Company 
“submitted” recently to a residential rate 
revision which, it was estimated, would save 


e 


its customers approximately $14,000 a year. 

At the present hearing the commissioners 
were told that the company was in no posi- 
tion to stand any rate cuts, and asked that 
the recent rate cut be rescinded. 

The Savannah Electric and Power Com- 
pany has agreed to a new residential rate cut 
estimated to save consumers about $130,000 
a year. 


Illinois 


Examine Natural Gas Firms 


= HE financial set-up of three Chicago firms 
piping natural gas from the Texas Pan- 
handle to consumers in Chicago will be ex- 
amined by the Federal Trade Commission in 
public hearings opening in Washington. The 
inquiry has been under way more than a year 
under authority of a Senate resolution and 
includes investigation of both power and gas 


e 


utilities and holding companies of the same. 
The commission is concerned merely with the 
facts which it will report to the Senate as a 
basis for regulatory legislation, if Congress 
determines such regulation necessary in the 
light of the data disclosed. 

The three companies to be examined are 
Texoma Natural Gas Company, Natural Gas 
Pipe Line Company of America, and Chicago 
District Pipe Line Company. 


Indiana 


Electric Rates Reduced 


T= public service commission has ap- 
proved a revised offer of the Indianapolis 
Power and Light Company for an immediate 
rate reduction amounting to approximately 8 
per cent. The reduction was to take effect 
February 6th and a formal order was to be 
drafted by the commission on the preceding 
day. The commission also directed that a 


e 


complete appraisal and inventory be made of 
all the company’s property and a complete 
audit be made of its books. This is to be 
done by an independent firm of engineers, 
commission attachés announced. It was an- 
nounced at the public service commission 
offices that the monthly minimum electric 
rates for city consumers, for instance, will 
—— from 80 cents to 65 cents under the 
order. 
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Kansas 


Kansas Utilities Company Tests 
Recovery Act 


A suit challenging the constitutionality of 
the National Industrial Recovery Act 
under the Federal Constitution was filed in 
Shawnee County District Court by the 
Kansas Utilities Company. The company, 
which has three and one-half millions of dol- 
lars invested, operates a hydroelectric plant 
at Burlington in which more than $200,000 is 
invested, and an electric generating plant in 
Fort Scott which serves 30 cities in south- 
eastern Kansas. The defendants are the city 
of Burlington, the officers of that city, and 
the state auditor. 

The city, which has a population of 2,000 
persons, called an election last June to vote 
on the proposition of erecting a municipal 
plant to supplant that of the Kansas Utilities 
Company. Of 869 votes cast, 442 favored 
the issuance of bonds and 427 were against 
the proposition. With the advent of the 
National Industrial Recovery Act, the city 
in September, 1933, made application with the 
Federal Emergency Administration of Public 
Works for a loan. It had been estimated 
that the municipal plant would cost $118,000, 
but after a survey by government engineers, 
the estimate was raised to $145,000. The 


e 


government indicated that the loan and grant 
would be fade, and the city now is prepar- 
ing, according to the petition, to issue general 
obligation bonds to the sum of $118,000, which 
will be given to the state auditor for registra- 
tion. 

The Kansas Utilities Company is suing the 
city, mayor and council, and state auditor, 
seeking to enjoin the city from issuing the 
bonds and erecting the plant, and from re- 
ceiving the money from the Federal govern- 
ment; and seeking, also, to enjoin the state 
auditor from registering the bonds. Judge 
Kline has granted a temporary restraining 
order to that effect and soon will hear the 
application for injunction. 

The utilities company contends it is an in- 
vasion on the part of the government of the 
reserve power of the state—that the govern- 
ment cannot come in on intrastate business 
and induce the city of Burlington to con- 
struct an electric plant when the facilities 
are adequate. 

The company contends, also, that the city 
is without authority to borrow money from 
the government and that the Federal Emer- 
gency Administration of Public Works was 
without authority to make a loan to the city 
of Federal money and to give a gift of 
$27,000, and that the act of Congress giving 
life to the NIRA is unconstitutional. 


Kentucky 


Utility Probe Asked 


Guam Murphy, Democrat, Covington, on 
January 25th overcame the opposition of 
Senator Thompson, Democratic floor leader, 
and succeeded in having the Senate approve 
his resolution calling on the Federal Trade 
Commission to investigate public utilities in 
Kentucky. 

The voice vote adopting the resolution and 


e 


sending it to the house came after rejection, 

5 to 6, of motion to send the resolution to 
the rules committee. 

Declaring he hoped “the legislature will 
continue to sink their spurs deeper into the 
quivering flanks of this power,’ Murphy 
moved that his resolution for the investi- 
gation of public utilities, which had been 
lying on the clerk’s table several days, be 
adopted. : 


Louisiana 


Long Threatens Recall 


Gam Huey P. Long on January 25th 
broke his silence on the outcome of the 
New Orleans municipal election to say that 
if Mayor T. Semmes Walmsley, the re- 
élected head of the old regular ticket, by 
a majority of more than 15,000, did not carry 
out his pledge to reduce electric light rates 


in New Orleans within thirty days, the Long 
organization would “have him recalled in six 
months.” 

The Senator continued to withhold his com- 
ment on the defeat of his city candidates 
down the length of the state. Referring to 
the electric light rate issue Long said: 

“Let me tell that scoundrel one thing. He’d 
better make good on his promise to reduce 
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the electricity rates in New Orleans within 
thirty days or he will be recalled inside of 
six months. Walmsley talks about fighting 


e 


us. Why, he'll be trying to cry on my 
shoulder inside of a week. But there’s no 
quarter this time.” 


Maryland 


“Peek-A-Boo” Taxis O. K. 


NLIKE New York, Baltimore taxi opera- 

tors may use the new streamlined auto- 
mobiles for cabs, as far as Harold E. West, 
chairman of the public service commission, 
is concerned. 

A New York police official went on record 
in objection to the use of streamlined taxis 
because the windows do not permit full view 
of the interiors. Because of the scanty vision 
afforded through low windows and doors, it 
was asserted, the new models are unsuitable 
for public conveyances and might be an aid 
to “immorality” and crime. 

“The commission does not undertake to 
supervise what passengers do after they enter 
taxicabs,” Mr. West said. 

He added, in referring to the fears of 
the New York authorities, “I do not think 
that would be the case.” 

The second deputy police commissioner of 
New York ruled, however, that the “obvious 
intent of the designer (of streamlined cabs) 


2 


is to obtain not beauty, but concealment. 
“They would be,” he said, “a menace to 
public safety and morals.” 


vw 
Discontinue Reduced Fares 


SSERTING that the reduced fare has re- 

sulted in such heavy daily losses in 
earnings as to make it self-evident that the 
reduced fare should be discontinued, receivers 
of the United Railways and Electric Com- 
pany of Baltimore have announced that the 
fare will be restored to the old rate of 10 
cents straight. Judge Robert Coleman, in 
the United States District Court, ordered the 
receivers to take such action following a 
meeting held in his office. 

The reduced rate of two tokens for 15 
cents has been in effect on the United Rail- 
ways since January 2nd and originally was 
— to run for a trial period of thirty 

ays. 


Massachusetts 


Oppose Service Charges 


HREATS that there will be a consumers’ 

strike in Massachusetts if the legislature 
does not pass a law to prohibit the imposition 
of meter or service charges by gas and 
electric companies operating in the common- 
wealth were made before the legislative com- 
mittee on power and light at a hearing on 
seventeen bills seeking legislation to prohibit 
such charges. 

Opposition to the imposition of the charges 
was voiced by a large delegation of legisla- 
tors from every section of the state and by 
legislative counsel for the city of Boston, 
who placed the mayor of Boston on record 
as favoring legislation abolishing the charges. 
In urging the measures, proponents of the 
legislation told the committee that gas con- 
sumers are up in arms over the service 


e 


charge and are turning to the use of oil, 
using as little gas as possible. 


ba 
City Continues Rate Fight 


FIGHT for cheaper electricity for local 
consumers is to be carried to the su- 
preme judicial court, the mayor of North 
Adams announced after a conference with 
the city solicitor. 
The appeal will be from a decision of the 
public utilities department made at the close 
a a series of hearings last fall, ordering the 
North Adams Gas Light Company to make 
certain reductions in its domestic rate sched- 
ule. These reductions amount to very little 
and officials here are in hopes that the su- 
preme court may order further readjust- 
ment. 
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Michigan 


Commission Quiz Begins 


| byrne caer of the Michigan Public Utili- 
ties Commission, ordered by Governor 
Comstock when the five members of that 
body refused his request that they resign, 
was begun on January 23rd by Attorney Gen- 
eral Patrick H. O’Brien. 

Responsibility for “unreasonable delay” in 
making decisions, long-continued dissension 


e 


in the commission, and charges that there has 
been favoritism in its decisions are three 
phases of the investigation which will be 
given attention at once, O’Brien said. 

All five members have announced they will 
fight their removal. Governor Comstock is 
making no specific charges against the mem- 
bers of the commission now. He asked their 
resignations “on grounds of political ex- 
pediency and public demand.” 


Missouri 


Study Valuation System 


IssouRI public utilities representatives 

have met with the public service com- 
mission to work out plans for putting into 
effect the perpetual inventory system of valu- 
ation for rate-making purposes. 

J. C. Collet, chairman of the commission, 
stated that the new system should give the 
correct valuation at all times, without the ex- 
pensive process of a general appraisal for use 
in specific rate cases. 

The initial step in the plan already has 
been completed. Recent valuations have been 
made of the larger utilities of the state. Now, 
the commission believes it would be less ex- 
pensive for each utility, each year, to sub- 


mit annual statements of equipment and bet- 
terments added to the property and a list of 
property retired. Thus, it is hoped, the phys- 
ical value of each company would be per- 
petually on file with the commission. 

Representatives of the utilities agreed such 
a plan would be highly beneficial, but some 
expressed doubt that such an inventory would 
be accepted by forces contesting for lower 
rates. Many obstacles were cited to the 
system. None, however, declared the obsta- 
cles insurmountable, and a committee was ap- 
pointed to work out details and report back 
to each group in the industry. A final re- 
port will be made to the commission and the 
system, if found practicable as well as de- 
sirable, will be instituted. 


e 


Nebraska 


Power Commission Grants 
Columbus License 


HE Columbus power project was granted 

a license by the Federal Power Commis- 
sion conditioned upon Governor Bryan’s ap- 
proval of its Loup river water rights on 
January 27th. The license would permit the 
Columbus project to operate under the Fed- 
eral Water Power Act. Governor Bryan is 
understood to have withheld water rights 
pending the commission’s action. 

“While the Columbus application was ap- 
proved, the license will not be issued until 
we have assurance the project conforms with 
state laws and that its water rights are ap- 
proved,” Frank R. McNinch, chairman of 
the Federal Power Commission, explained. 

The Sutherland power-irrigation project 
faced temporary delay while public works 
officials studied its agreement with the pro- 
posed tri-county development. Governor Bry- 
an was asked by PWA to withhold water 


rights for Sutherland until it determined 
whether the agreement on distribution of 
Platte river water would affect the approved 
project adversely. Representative Carpenter 
said he had investigated the PWA action, 
and “I repeat that the governor has been 
holding up the Sutherland project for political 
reasons. That project could be under way 
now if the governor hadn’t held it up. There 
was no need for it, because he knew as much 
about the water problem six months ago 
as he knows now.” 

Governor Bryan said action upon the Co- 
lumbus project would be taken “as soon as 
we can make the necessary study of all the 
facts in the case. There is a great deal 
to consider and the effects are far-reaching. 
There will be no unnecessary delays. I am 
gratified to know the Federal government has 
acted favorably and that progress is being 
made, though slowly.” 

Following the approval by the Federal 
Power Commission of the Columbus power 
project, a telegram from Governor Bryan 
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asking the Federal Power Commission to 
send him a copy of the proposed license for 
the Columbus power project was received by 
Frank R. McNinch, chairman of the com- 
mission. Bryan’s telegram requested informa- 
tion on the authority vested in either the 
power commission or the Public Works Ad- 
ministration to regulate power rates on the 


e 


project, and was in the form of a correction 
of the impression held by that commission 
that Nebraska has a state rate-making body 
to control power rates. In order to protect 
the consumer the governor requested the Fed- 
eral commission to fix rates for the service 
of the Sutherland and Columbus power 
projects and other kindred power districts. 


New Mexico 


Survey Power Project 


A= to determine the possibility of 
developing electric power at the Ele- 
phant Butte and Caballo dams will be made 
by the United States Reclamation Bureau, it 
has been announced. The El Paso irrigation 
district and the Elephant Butte irrigation 
district of New Mexico will share the cost 
of the work. The survey will cover all engi- 
neering features involved, and prospective 
markets for the sale of hydroelectric power 
developed. 


e 


A change in the design of the proposed 
storage dam at Caballo will be made by the 
international boundary commission if the sur- 
vey is favorable to hydroelectric development. 

The one-and-one-fourth-million-dollar dam 
will be built higher or provision will be made 
for an increase in height. A power plant, 
reclamation officials said, can be installed at 
the Elephant Butte dam without any altera- 
tion or addition to the dam. Most of the 
horsepower would be generated at Elephant 
Butte with Caballo dam serving as a supple- 
mentary unit. 


New York 


Mayor Orders New York Light 
Bill Study 


Ayor LaGuardia has ordered a study of 

the cost to the city of New York of 
street lighting and of the lighting of public 
buildings, it became known February 5th. 
He acted on reports that the city has paid 
the companies with whom it has contracts 
about $10,000,000 a year for the last five 
years. 

The five companies in the Consolidated Gas 
system, the New York Edison Company, the 
Brooklyn Edison, the United Electric Light 
and Power, the New York and Queens Light 
and Power Company, and the Bronx Gas and 
Electric Company, have supplied the bulk of 
the current at a cost of about $9,000,000 a 
year, and the remainder has been paid to 
the Staten Island Edison Company and the 
Queens Borough Gas and Electric Company, 
not in the Consolidated system. 

The mayor’s efforts are to be directed 
toward working out a different method of 
purchase of the current, if necessary, in order 
to insure a lower cost to the city. The 
$10,000,000-a-year figure is exclusive of the 
cost of operation of the municipally owned 
and operated plants that exist in some public 
buildings, such as the Manhattan municipal 
building, and the hall of records, which also 
supplies city hall. 


The study is to be made by the present 
commissioner, Maurice P. Davidson. With 
the contracts for 1934 already signed, any 
savings that may be worked out in negotia- 
tions with the companies would not go into 
effect until next year. Commissioner David- 
son, while admitting that the study was under 
way, said that it was far too early for him 
to discuss the matter. 


* 
Submit Utility Bills 


y the introduction of a series of individual 

bills conservative Republicans in the 
legislature are gradually building up a public 
utility regulation program rivaling that of 
Governor Herbert H. Lehman. 

The possibility that this may mean a re- 
newal of the fight between W. Kingsland 
Macy, Republican state chairman, and the 
Old Guard line-up is being speculated on by 
capitol observers. Mr. Macy, who fought the 
reélection of Fred W. Hammond as clerk of 
the assembly on the ground that Hammond 
was the agent of the utilities, telegraphed to 
each of the Republican members after the in- 
troduction of the governor’s twelve-point pro- 
gram, urging them to support that program. 

The conservative Republicans have thus far 
begun to center their opposition against two 
high points of the governor’s program. One 
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is the municipal ownership recommendation, 
and the other, the recommendation that the 


e 


cost of rate investigations be assessed against 
the individual utilities investigated. 


North Carolina 


Phone Service Resumed 


ELEPHONE service in Henderson was 

back to normal following the resumption 
of the local exchange’s operations shortly 
after 9 o'clock on February lst, in the wake 
of a temporary receivership ordered in Ral- 
eigh by Judge Henry A. Grady of the state 
superior court. The action was taken after 
all telephone service in Henderson was dis- 
continued at midnight February lst, when 


the city council and officials of the Carolina 
Telephone & Telegraph Company failed to 
come to an agreement over the renewal of 
the telephone company’s franchise. Only the 
Henderson properties and not the Carolina 
Company as a whole were affected. 
Telephone company officials indicated they 
would fight a permanent receivership when 
the case comes up for hearing on that issue. 
The receivership proposal applies to the Hen- 
derson properties. , 


Oregon 


Milk Made Public Utility 


yY action of the recent legislature, milk is 
now a public utility in Oregon cities of 
15,000 population or more. A state milk 


commission has authority to regulate sup- 
plies and distribution of milk in such cities. 
This legislation, it is announced, is designed 
to protect best interests of producers, dis- 
tributors, and consumers. 


Pennsylvania 


Stakes Newspaper in 
Utility Fight 


U G. Baker, publisher of the Susquehanna 
e Evening Transcript, says he will per- 
mit the paper to be sold at sheriff’s sale to 
satisfy a water bill of $21.70 and then will 
go to court to prevent the buyer from taking 
possession. Baker, in his paper, has been 
campaigning against increased rates of the 
Canawacta ‘Water Company. 

The sale is the first of more than 500 
planned to collect unpaid water rents. 


Numerous patrons refused to pay the higher 
rate and the company declined to accept the 
old rate. The borough council joined in the 
fight, forcing the water company into court 
to collect a bill of $1,100. The company won 
a judgment, but the council still refuses to 


y. 

Baker said he has assurance that no one 
except the water company will bid for the 
Transcript. As soon as the sale is over, he 
says he will try to prevent the buyers from 
taking possession on the ground that the sale 
of the property for such a small amount is 
confiscatory. 


South Carolina 


State Development of Power 
Urged by PWA 


EVELOPMENT of the Santee-Cooper riv- 

ers power project by a state authority 
instead of by the Federal government or pri- 
vate interests was recommended to a group 
of South Carolinians by the Public Works 
Administration. 


Colonel E. W. Clark, deputy administra- 
tor, told the delegation he believed a state 
authority should be created to develop the 
project provided the Columbia Railway and 
Navigation Company, a private corporation 
which has already applied for a loan for the 
project, will withdraw. Clark said the state 
would not be required to pledge its credit or 
taxing power as collateral for the $34,000,000 
loan sought if it could satisfy the administra- 


308 











nst 


1a? 7 


r 
ie 
e 


Soo rn © ODO DO 











PUBLIC UTILITIES FORTNIGHTLY 


tion the project would be self-liquidating 
over a period of years. 

Members of the delegation assured Clark 
the Columbia Railway and Navigation Com- 
pany had agreed to withdraw provided it is 
reimbursed for its expense in preparing data 
necessary in applying for the loan and for 
the property it owns that would be needed in 


the development of the wer project. 
The members of the South lina deiega- 
tion which went to Washington to urge the 
state-approved plan were advised by mem 
of the state’s congressional delegation to es- 
tablish a state authority and through it seek 
public works loans to promote the power 
project. 


e 


Texas 


Urge Utility Action 


C= councilmen of Dallas were urged to 
take definite action toward the goal of 
lower utility rates in that city by beginning 
the collection of data to show that local 
charges should be reduced in a written re- 
port filed by the city manager and the city 


attorney. The report urges that the city be- 
gin its campaign for lower utility rates by 
starting studies of comparative rates and 
other data on electricity in Dallas and other 
cities. Returns being earned by the Dallas 
Power and Light Company will-be studied to 
see whether they are not higher than neces- 
sary, and all utilities will be investigated. 


e 


Virginia 


Files Brief in Supreme Court 


tTrorNEY General John R. Saunders, of 

Virginia, has filed in the United States 
Supreme Court a brief supporting the. Appa- 
lachian Electric Power Company in its chal- 
lenge of the authority of the Federal Power 
Commission over hydroelectric power devel- 
opments on non-navigable streams. Virgin- 
ia, the attorney general insisted, had complete 
control over the proposed power develop- 
ment of the Appalachian Electric Power 


Company, on New river, in Pulaski county. 

The stream at the point selected for the 
power plant was non-navigable, he argued, 
giving Virginia, under the Federal Constitu- 
tion, full control in regulating the operations 
of the power company. 

The high court was urged by Virginia to 
hold that it was not necessary for the Appa- 
lachian Company first to obtain a license from 
the Federal Power Commission before pro- 
ceeding with the development of its power 
project. 
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West Virginia 


Senate Kills Utility Bill 


N a test of strength on controversial utility 
legislation, the senate on January 25th by 

a vote of 16 to 12, killed a bill to equalize 
rate-making and tax-assessment valuations 
of utility properties. 

The show-down came after two hours of 
debate in which advocates of the measure 
warned that its approval would disprove 
charges that the senate is “utility-controlled,” 
and opponents answered there was no neces- 
sity for the bill and every senator had “tried 
to find a fair solution of this situation.” 

The senate finance committee had recom- 
mended rejection of this bill, but reported 
favorably a measure permitting municipal 
ownership of power plants after plastering 
it with so many amendments its advocates 
say it is unworkable. 


Power Project Authorized 


A $5,000,000 power plant construction proj- 
ect for the Kanawha valley looms as 
a result of the Federal Power Commission’s 
authorization for the Kanawha Valley Power 
Company to generate electricity at two points 
on the upper river. 

Authorization is for generation at the New 
London and Marmet dams and construction 
of two $2,500,000 plants. Officials of the 
company stated that the power would not 
only be used locally, if the construction goes 
through, but would go into the entire system 
of the Appalachian Electric Power Company 
of which the Kanawha Valley Company is 
a subsidiary. 

It is understood that the company will be- 
gin construction of the plants as soon as the 
necessary land is acquired. 
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The Latest Utility Rulings 





The Blue Eagle Comes to the Rescue of Interstate 
Motor Bus Regulation 


g he the Colorado commission appar- 
ently must go the credit of being 
the first to try the newest regulatory 
device to solve the old troublesome 
problem of the unregulated interstate 
motor carrier—the NRA code. For 
years the unregulated carrier has 
plagued the state commissions and dis- 
rupted and demoralized their best ef- 
forts to enforce orderly local motor 
carrier regulation. Aided by the Su- 
preme Court’s decision protecting in- 
terstate commerce from invasion by 
well-meaning would-be state bus regu- 
lators and abetted by persistent refusal 
of Congress to enact regulatory legisla- 
tion to provide a Federal regulatory 
agency in this field, the “wild cat” car- 
rier has often thumbed his nose at the 
state commissions and brazenly de- 
manded that they issue to him “inter- 
state certificates.” 

Heretofore the commissioners could 
only grit their teeth and sign on the 
dotted line. But the New Deal ad- 
ministration provided a means which 
may accomplish indirectly what Con- 
gress has refused to do directly. The 
Blue Eagle has come to the rescue of 
interstate bus regulation. In the na- 
tional code of fair competition for the 
motor bus industry, approved by the 
President of the United States October 
31, 1933, there is the following passage: 


“Each passenger motor carrier shall with- 
in thirty days after the approval of this 
Code register its operations by filing a 
statement with the Motor Bus Code Au- 


thority setting forth the routes over which 
it is operating. 

“Passenger motor carriers establishing 
any new motor bus operation or extending 
any motor bus operation after the date 
of the approval of this code shall secure 
therefor a certificate of convenience and 
necessity, or permit, from each and every 
state in which such operation is conducted, 
authorizing intrastate transportation along 
the route or routes of such new operation, 
or extension of existing operation. Such 
new route, or extension of existing route, 
shall be registered by submitting and filing 
with the Motor Bus Code Authority within 
fifteen days after the institution of service 
thereon the following: bc 

P The Colorado commission lost little 
time in applying and taking advantage 
of this method of enforcing indirect 
regulation of interstate carriers. On 
November 28, 1933, less than one 
month after the approval of the above 
code, an application was filed for a cer- 
tificate to engage in interstate bus opera- 
tions between Denver, Colo., and Kan- 
sas City, Mo. A number of protestants 
appeared urging among other grounds 
that the applicant was irresponsible. 
The commission found it unnecessary 
to pass upon this objection in view of 
the applicant’s failure to comply with 
the above-quoted provision of the na- 
tional code. The commission went 
no further than to observe that the 
applicant had never sought any intra- 
state authority from the commission, 
and indicated strongly that if he ever 
did ask for such authority it would not 
be given to him. Re Cornelison. (Ap- 
plication No. 2143, Decision No. 5529.) 


& 
Secret Agreement Voids Municipal Plant Bid 


N interesting decision from an 
Ohio court of common pleas 


(Lorain county) involves the validity 
of a contract for the construction of a 
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municipal power plant between the 
trustees of the village of Amherst and 
Fairbanks, Morse & Company. Suit 
was brought by a taxpayer to have a 
contract set aside on grounds of alleged 
fraud in awarding the bid. 

In February, 1933, the village passed 
an ordinance to erect a municipal plant 
at a cost not to exceed $90,000, to be 
financed out of its own earnings. The 
taxpayer’s suit to halt the establishment 
of the plant at this stage was unsuccess- 
ful. Thereafter, in July, bids were duly 
received by the village from four con- 
struction companies. Fairbanks, Morse 
& Company was the highest bidder and 
its bid was accepted under circum- 
stances brought out in the recent tax- 
payer’s suit. 

It appeared that prior to the bidding, 
the village solicitor had written to 
Fairbanks, Morse & Company pointing 
out that the establishment of the plant 
would be almost certain to result in 
litigation and that the legal expenses 
of defending the village’s action would 
be a considerable burden on the village 
taxpayers. The solicitor wanted to 
know whether Fairbanks, Morse & 
Company would be willing to assume 
all or a substantial part of such legai 
expenses, if and when they were in- 
curred. The company replied that it 
would do so with the understanding 
that its bid would be sufficiently high 
to cover the added cost to the company 
of the expected legal expenses. 

After the bids were in the village 
officials called in the representatives of 
the four bidding companies and asked 
them whether they would agree to pay 
the legal expenses in question. The two 
lowest bidders said “no.” Fairbanks, 
Morse & Company and the other bid- 
ding company said “yes.” The two 
lowest bidders were thereupon elim- 
inated and the two highest bidders in- 
vited the village officials on a trip to 
Chicago to inspect apparatus. Railroad 
expenses, lost salaries, and other ex- 
penses of the village officials, including 
liquid refreshments on this trip, were 
paid by the two companies. 

Fairbanks, Morse & Company finally 
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won out upon the promise to include in 
their construction plans, if awarded the 
contract, a type of engine governor 
which was more efficient and more ex- 
pensive than that called for in the 
specifications. 

The opinion of the court written by 
Judge Webber pointed out that none of 
the extra expenses referred to had been 
included in the advertising for the bids, 
or inserted in the contract. He believed 
that if such expenses were legitimate 
items of construction cost they should 
have been included in the advertising 
so as to give all bidders the real terms 
of the contract. The court held that 
the evidence was such as to require 
setting aside the contract as a fraud 
against public policy. A perpetual in- 
junction against the carrying out of the 
contract was granted. The court’s 
opinion stated: 


“In the letting of the contract in the 
instant case a serious mistake was made 
‘on the part of Fairbanks, Morse & Co., 
through its agent. When called into the 
room by the officials and asked whether 
or not the company would pay the expense 
that had been made in litigation, in not 
answering no, instead of yes. A further 
mistake was made by this company in 
volunteering an offer to furnish and install 
a Woodward governor in place of the 
governor included in its bid. Another 
serious mistake was made by Fairbanks, 
Morse & Co., as well as by the McIntosh- 
Seymour Co., when these companies, 
through their agents, proposed to take the 
officials on the Chicago trip at their own 
joint expense, and still another very serious 
mistake was made in offering to the officials 
on that trip intoxicating liquors on the 
train and getting them into a room in 
Chicago and there again passing the bottle. 
Evidently these agents never supposed that 
these matters I designate mistakes would 
become known. The defendant Fairbanks, 
Morse & Co. had had great experience for 
many years over the country in dealing 
with municipalities in putting in its engines. 
There can be no question but that its agents 
knew that they had no legal right to offer 
the inducements that the officials admit 
were given them in an endeavor to secure 
the contract against other bidders. The 
very fact that the agents of the two com- 
panies who went to Chicago were kept off 
the stand in the trial, if they believed 
that they had done nothing wrong in se- 
curing the contract, should be evidence to 
any reasonable person that they felt they 
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had ignored the law and were guilty of 
acts that should, in justice, vitiate the con- 
tract they had obtained in the manner in 
which it was secured.” 


The court commended the courage of 
the village officials in making a frank 
admission of the whole transaction and 
conceded that such officials had prob- 
ably acted in what they believed to be 


the best interest of the inhabitants of 
the village, with a view to avoiding 
the taxation burden that might other- 
wise result if the village of Amherst 
were required to pay the expense of its 
own litigation in attempting to establish 
the municipal power plant in that local- 
ity. Schrader v. Tolhurst et al. (No. 
34236.) ' 
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Pennsylvania Commission’s Toll Bridge Rate Cut Upheld 


HE United States Supreme Court 

has held to be “not confiscatory” 
an order by the Pennsylvania commis- 
sion reducing rates of the Clark’s Ferry 
Bridge Company. The opinion by 
Chief Justice Hughes contained a num- 
ber of interesting rulings. The action 
of the commission in using a 1926 ap- 
praisal as the basis for a rate base 
finding as of 1930 was sustained, where 
the commission also heard evidence as 
to whether or not “cost conditions” had 
“changed materially” during the in- 
terim. 

The commission’s allowance (sus- 
tained by the supreme court of Penn- 
sylvania) of 1 per cent for annual de- 
preciation instead of 2} per cent on a 
straight-line basis claimed by the com- 
pany was likewise held not to result in 
confiscation. Most interesting was the 
highest court’s comment on the de- 
preciation generally: 

“While it is recognized that accrued de- 
preciation, as it may be observed and esti- 
mated at a given time, and an appropriate 
allowance of depreciation according to 
good accounting practice, need not be the 
same, there is no rule which requires an 


e 


allowance to be made or continued which 
in the light of experience is shown to be 
extravagant. . .. 

“The company may not be required to 
apply the income received from the de- 
preciation fund to make up any deficit of 
operation (Public Utility Commissioners v. 
New York Teleph. Co. 271 U. S. 23, P.U.R. 
1926C, 740), but it is not entitled to an 
allowance, which, exclusive of interest 
earned on the fund, will be sufficient to 
rebuild the bridge, when its life is done, 
but only to such an allowance as will with 
reasonable interest added make a fund 
sufficient to replace the bridge when it re- 
quires replacement.” 


The commission’s return allowance 
of 7 per cent was upheld against the 
company’s claim for 9 per cent. Having 
determined the revenues required to 
produce such a return, the commission 
was held to be within its rights in re- 
quiring, for a test period at least, that 
the utility put into effect a tentative 
schedule of tariffs which, based on its 
judgment as to prospective business 
conditions, would be likely to produce 
the required revenue. Clark’s Ferry 
Bridge Co. v. Pennsylvania Public 
Service Commission. (No. 274.) 


Sales for Utility Service 


N interesting controversy arose in 

Mississippi involving an attempt 
by a utility security owner who was 
also a utility consumer to offset certain 
guarantees made by the utility with re- 
spect to its securities against arrears 
for utility service furnished. It ap- 
peared that the owners of a restaurant 


had become owners of six shares of 
stock of an electrical utility amounting 
to $600. It was claimed that the stock 
was sold to the restaurant owners with 
the understanding that they could turn 
it back to the company for cash at 
face par value at any time they so de- 
sired. The restaurant firm subsequent- 
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PUBLIC UTILITIES FORTNIGHTLY 


ly claimed to have made repeated efforts 
to have the utility company repurchase 
the securities without success. 

During the same period, the restau- 
rant as a consumer of the utility com- 
pany’s electric current became in ar- 
rears in the payment for its service, 
and after some time the utility threat- 
ened to discontinue service. Thereupon 
the restaurant firm applied to the Mis- 
sissippi courts for a mandatory injunc- 
tion to compel the utility company to 
accept the stock in payment and to 
furnish electric current. A lower court 
chancellor allowed an injunction against 
the cessation of service under bond, but 
sustained a demurrer by the electric 
company against the bill. On appeal, 
the supreme court of Mississippi up- 
held the right of the utility company 
to discontinue service under such cir- 
cumstances. It pointed out that a public 
utility is obliged by law to furnish its 
service to the general public without 
discrimination, and so conduct its busi- 
ness that its ability to perform its public 
functions and furnish its public service 
shall not be impaired. 

The court said that unless the law 
recognizes and enforces the right of a 
utility to have and receive for its service 
at frequent intervals the cash therefor, 


the law would fail to support it so that 
it might be enabled to do what the law 
requires it to do—to continue service. 
Stock such as here involved was not 
to be a tender with obligatory force in 
payment of bills for electric service 
furnished or to be furnished, and that 
a patron cannot demand and enforce 
the furnishing of electric current or 
other like public service on account of 
a collateral or internal liability not di- 
rectly connected with the particular 
physical service. The court said that a 
collateral liability against a utility must 
be settled in the manner otherwise pro- 
vided by law and should not be in- 
jected into the current bills for the 
physical public service rendered. 

The court said the action of the lower 
court chancellor in issuing the prelim- 
inary injunction was “grossly improp- 
er” because it was a mandatory in- 
junction ordering the utility company 
to continue to furnish electric current 
without pay therefor. Since it was by 
force of the unlawful injunction that 
the utility company was compelled to 
continue to furnish electricity without 
pay, the utility was held to be entitled 
to recover for such service on the in- 
junction bond. Thomas et al. v. Mis- 
sissippi Power & Light Co. 


e 


Injunction Prevents Breach of Contract for Utility Service 


Bs in 1929 a celery producing 
company in Florida entered into a 
contract with the Florida Power & 
Light Company under which the utility 
was to supply all energy required by 
the celery producing company and the 
latter agreed to take all necessary power 
from the utility. In 1929 the contract- 
ing company sold its business and prem- 
ises to another celery producing com- 
pany who carried on under the parent 
contract until 1932. During this time 
the utility made certain improvements 
in its service so as to render more valu- 
able service to the celery producing 
company. 

In 1932 the latter decided that it 


would discontinue the use of power 
furnished by the utility and install ma- 
chinery of its own. The utility com- 
pany filed suit for an injunction to 
prohibit the celery producing company 
from producing or securing electrical 
energy from any one except the com- 
plaining utility. The lower court 
granted an injunction and an appeal 
was taken. The supreme court of 
Florida held that injunction was the 
proper remedy to be invoked to prevent 
a continuous breach of a contract of 
this kind. It pointed out that the 
utility would have no adequate and 
complete remedy at law because it could 
never be ascertained what amount of 
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